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EUROPEAN ECONOMIC INTEGRATION AND WORLD 
TRADE POLICY 


F. A. Knox 
Queen’s University, Canada 


F THREE major objectives of economic policy set by international 
Q agreement at the end of World War II, one has been successfully 
achieved, considerable progress has been made towards the second, and 
the year 1952 will see put to the test the ability and willingness of the 
nations to move toward the third. The recovery of production in that 
part of Europe which is still outside the Russian orbit has been beyond 
expectations. Negotiations to reduce customs tariffs conducted by the 
nations which adhere to the General Agreement on Trade and Tariffs 
have brought about a substantial reduction of tariff rates. However, the 
meagre results achieved at the late 1950 negotiations at Torquay, together 
with a tendency to slow up the speed of reductions in the most significant 
tariff in the world, that of the United States, suggest that the really diffi- 
cult and testing stage in the tariff reduction process has been reached. 
Toward the third objective, the elimination of exchange controls on cur- 
rent transactions and quantitative restraints on trade, progress has been 
halting indeed. As the end of the postwar transition period approaches, 
the International Monetary Fund has been warning its member nations 
that they must either complete next year the elimination of exchange con- 
trols or give satisfactory explanations for their failure to do so. 

The hesitation to reduce tariffs further and do away with quantitative 
restrictions on current transactions arises only in part from such problems 
as the dollar shortage or rearmament. There is a widespread and growing 
doubt in Europe about the current attempt to recreate a world trading 
system based on free and nondiscriminatory trade among the citizens of 
all the nations of the free world. Perhaps the most challenging embodi- 
ment of such doubts comes to light in the movement for the economic in- 
tegration of western Europe. As the United States is the chief proponent 
of both these objectives, a world tradirig system and an integrated Europe, 
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such a statement may seem a paradox. It has long been observed, howeve; 
that there is an obvious possibility of conflict between the promotion of 
a nondiscriminatory, world-trading system and the encouragement of 
European customs union or free-trading area whose members make cop. 
cessions to each other which they do not, as the most-favoured-nation 
principle would require, extend to non-European countries. 

The complex cross currents involved in this movement for Euro 
integration appeared vividly at the Brussels conference of the Euro 
League for Economic Cooperation in the first week of June 1951. To dis. 
cuss it briefly may make more concrete some important current world 
trade trends and bring out choices in the field of international economic 
policy which the nations must shortly make. The League is a nonofficial 
body composed of politicians, bankers, businessmen, retired civil serv. 
ants and economists who study the problems of European economic o- 
operation and attempt to influence public opinion through publications 
and by promoting the proposals agreed on at their various conferences, 
It is the economic wing of the European movement. At the Brussels con- 
ference there were present also small delegations of nonofficial people 
from each of the main countries of the Commonwealth: Australia, New 
Zealand, South Africa, India, Pakistan, Ceylon, and Canada. Before going 
to Brussels, these people held in London a preliminary conference with 
the British Section of the League. 

The proceedings of the conference showed clearly that two forces had 
been at work in bringing it about at this time. The pressure in Europe 
for economic integration grows; there is also a spreading realization that 
to be complete and effective it must include the overseas countries upon 
whose markets Europe must rely. The bases of these two trends of opinion 
may be briefly indicated. 

The increase in the urgency of greater European cooperation arises from 
both political and economic causes. Korea made the need to rearm more 
obvious. Germany’s economic development ever more clearly demands 
the early and inextricable mixing of the German economy with that of 
Europe if the revival of German war-making potential is to be prevented. 
There is also a feeling of apprehension about the methods by which 
American foreign policy is formulated and applied which suggests to 
many that European countries must be brought into closer association 
in order to exercise the weight in international decisions which their total 
importance justifies. Some varieties of this school of thought toy still with 
the possibility of neutrality; but the importance of this view lessens. 

The political motive merges with the first and most important of the 
economic pressures to integration. Most Europeans wish to end as soon 
as possible their dependence upon American aid. They are skeptical of 
their ability to balance payments with the dollar countries on a nation by 
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sation basis. They hope that improvement of productive efficiency from 

jalized production for the whole European market would make that 
possible. Many substitutes for American products might be brought down 
in cost and European export capacity in competition with American manu- 
factures in third markets be enlarged. But to get European tariffs down, 
when every concession granted to a European must be extended to all 
countries with which the country granting the reduction has a trade agree- 
ment containing the most-favoured-nation clause, almost forbids the 
use of this method. Under the General Agreement on Trade and Tariffs 
an improvement has been made. Concessions are extended only to mem- 
bers of the agreement. As all members participate in the tariff bargaining 
sessions, each nation is forced to give adequate returns for all concessions 
from which it will benefit. However, at the recent GATT meeting in Eng- 
land, at Torquay, even this method produced slight results. This experi- 
ence suggests to many Europeans that the most-favoured-nation method 
has about worked itself out. Negotiations limited to European countries 
without the obligation to extend concessions granted each other to non- 
European countries seem the only method of getting on with tariff reduc- 
tions in Europe. 

To the same end it is imperative that payments difficulties between the 
countries of Europe should not bring about another outbreak of bilateral 
payments arrangements. Such a retrograde step was avoided a year ago by 
the adoption of the European Payments Union. It has permitted a great 
trade expansion within Europe and with the overseas countries of the 
sterling area, and has vividly impressed Europeans with the virtues of cur- 
rency convertibility over a wide area. In the absence of devices to cope 
with the early financial consequences of rearmament, together with some 
special economic difficulties of the German economy, additional burdens 
have fallen upon the E. P. U., threatening it with collapse. Greater mone- 
tary on financial cooperation between the members of the Union is re- 
quired to save and improve it as an instrument for expanding European 
trade. 

Rearmament itself seems to some members of the League to offer a 
golden opportunity to speed up European integration. Since European 
countries have always been faced hitherto with a number of possible en- 
emies, it has been necessary for each nation to equip its own forces as far 
as possible from its own production. A large part of the resources of small 
nations has therefore had to be devoted to creating a number of small- 
scale manufacturing plants, each producing a variety of products. The 
consequent economic burden was crushing and the results too often 
inadequate. 

Today west European countries are faced with a common enemy. It 
would therefore be possible to plan arms production in specialized plants 
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for the whole European market and to locate them where economic and 
strategic rather than purely nationalistic considerations dictate. Not op} 
would the cost of rearmament be thereby much reduced, but the lega 
of such planning would carry the European economy a long step forward 
toward integration. A European arms budget would also allow a bette 
distribution of the cost. A European rearmament plan would also permit 
that interpenetration of the German and other European economic sys- 
tems, which is an essential condition for the safe use of German manpower 
in the defence of western Europe. 

Associated with this increasing emphasis on the necessity of a closer 
economic relationship amongst the countries of western Europe is a 
tendency to give more attention to the place which overseas countries 
should play in this closer association. It has always been hard to see good 
economic grounds for the view that to give the industries of a number of 
industrial countries access to each other’s home markets would greatly 
increase the economic strength of the group. The cutting off of the indus- 
trial areas of western Europe from their former markets and sources of 
food and raw materials in countries now behind the Iron Curtain has 
greatly strengthened these doubts. European integration can only be effec. 
tive in raising European productive power if it is carried out in association 
with overseas countries which may replace the lost markets of Eastem 
Europe. In short, Europe must restore the trading system of the nine- 
teenth century. 

In the last century, however, North and South America were perhaps 
the most important segments of the overseas world with which Europe 
traded. The rise of the industrial power of the United States has removed 
North, and probably also South, America from the areas with which 
Europe might re-establish such an economic relationship today. There 
remain, therefore, mainly Africa and southeast Asia, and in these areas the 
large countries are all members of the Commonwealth of Nations. Many 
of them, moreover, have already the closest of economic ties with the 
United Kingdom and this has led some to conclude, over-hastily perhaps, 
that the overseas Commonwealth countries would naturally follow Great 
Britain into closer economic cooperation with the countries of the con- 
tinent. Two obstacles to such a movement are so significant, however, as to 
lead the government of the United Kingdom to offer its relationship to the 
other countries of the British preferential tariff system as a main reason for 
its reluctance to join the current movements for European unification. 
Not only do these overseas countries enjoy preferences in the British 
market for their foods and raw products which the agriculturally mor 
self-dependent economies of the continent would hardly be willing t 
extend to them, but Britain in her turn enjoys preferences in their markets 
for her manufactured goods which she would be most reluctant to share 
with her industrial rivals on the continent. 
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There is another aspect of this matter which both Britain and the 
agricultural sectors of continental countries will have to consider. The 
extremely inflationary process of selling their raw products in British 
and west European markets for sterling or other currency balances is one 
which overseas countries cannot continue much longer. Southeast Asian 
countries in particular insist that they must have goods in return in much 
larger quantities. Indeed, they contend that consumer and capital goods 
are needed not only in the amounts which they could buy with their 
exports, but in much greater amounts, and that Europe will have both to 
fnd the goods and the capital to finance such sales if the flow of foods 
and raw materials to Europe is to go on. In other words, not only will the 
west European markets for the products of these overseas countries need 
to be enlarged, if necessary at the expense of competition with local 
farmers, but the whole of the industrial capacity of Europe will have to 
be drawn on to produce the goods required in return. Indeed, the argu- 
ment may be carried further. There is little hope of the increased European 
savings from which a high level of capital exports might come unless the 
productive capacity and efficiency of European industry is raised beyond 
the levels attainable on the present restricted national bases. And that re- 
quires the merging of these national economies into one in which com- 
petition between manufacturing firms will improve efficiency ruthlessly. 

It is obvious that the prospect of a long period of rearmament strength- 
ens this argument. It increases our need for an expanding flow of raw 
materials especially from the underdeveloped countries. Moreover, our 
recent somewhat indiscriminate stockpiling of their commodities has so 
raised prices as to threaten the economies of the southeast Asian coun- 
tries with a disrupting inflation. If these countries are to be persuaded not 
to try the very attractive alternatives which Communist propaganda offers, 
the flow of goods to them must be given top priority in the rearmament 
program. It will hardly be enough to keep them from starving and for 
the rest pay them in currency balances which depreciate in their hands 
because of the inflation which we are either unwilling or unable to control. 
So at least the argument ran. 

A conspicuous feature of the conference was the success of the delegates 
from India, Pakistan, and Ceylon in convincing its members of the validity 
of this argument. As the conference proceeded less and less was heard 
of the early reply that rearmament must be given a production priority, 
that each nation must make its share of the sacrifices required by defence. 
In the resolutions passed at the preliminary London conference priority 
for capital and other goods for southeast Asian countries was given first 
place in the resolutions; at Brussels it gave place only to a resolution on 
the European Payments Union whose problems the European delegates 
had much on their minds. 

The Brussels resolutions proceeded from this topic to underscore the 
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necessity for the participation of the United Kingdom in the movemen 
for closer European economic cooperation. They saw no insuperable 
conflict between such action and a proper care for the interests of the 
Commonwealth, but affirmed that closer relations between Europe and 
Commonwealth countries overseas would be to the advantage of both. 
By all odds the most difficult and contentious of the resolutions of these 
conferences were those which dealt with the trade policy aspect of the 
process of developing this closer European and overseas cooperation, 
The resolution finally adopted at Brussels accepted the view that the 
existing machinery of the General Agreement on Tariffs and Trade, under 
which the leading nations are trying to carry out the essential aims of the 
Havana Charter for an International Trade Organization, should be used 
in any negotiations to “free trade in Europe and with such Commonwealth 
countries as may wish to participate.” The first of two provisos added 
to this general statement reaffirmed the intention to create no “closed or 
exclusive system” and to offer no impediment to the postwar progress of 
trade liberalization. All this affirmation of the innocence of European 
intentions was made necessary by the second proviso appended to the 
general intention to work through GATT. This intention was affirmed 


. provided .. . that existing commitments on trade among Common- 
wealth countries and among other G.A.T.T. members should, by mutudl 
negotiation amongst all concerned therewith, be made less inflexible so as 
to permit the establishment of more liberal trade arrangements in Europe 
and between those countries of Europe and the Commonwealth who so desire.” 


Like most expressions upon which compromise resolutions between con- 
trasting points of view are built the key words “less inflexible” have the 
essential quality of vagueness. They permit a variety of interpretation 
according to one’s ideas as to the source of the inflexibility complained of. 
At one extreme lie those who find the failures of the Torquay conference 
to be due to the most-favoured-nation clause. We have reached a stage 
where it is impossible, they contend, to make significant tariff reductions 
if bargains struck between pairs of countries must be extended to all other 
countries automatically under this clause. Europe can be integrated by 
tariff reductions only if the negotiating countries are freed from its obli 
gations. Only in this way would adequate “flexibility” be achieved. 

At the other extreme lie those who attribute the failure at Torquay 
to the resolute intention of the United Kingdom and some other Com- 
monwealth countries to permit no further reduction in the British prefer- 
ential tariff system, and their ability to do so because of the system of 
“bound margins” of preference. They think that greater flexibility wil 
have to be introduced into the British preferential system by further 
negotiation amongst its members before they will find it possible to offer 
to other countries an important list of tariff items on which they are in# 
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sition to negotiate. Once that has been done, bargaining with all the 
members of the GATT organization may be resumed with some chance 
of success. 

To most members of the conferences, however, the suggestion that cur- 
rent tariff negotiating procedure should be given greater “flexibility” is 
bound to bring to mind a modification of the most-favoured-nation clause. 
Since the purpose of any such modification would be to widen the possi- 
bilities of discriminatory reductions in tariffs, and since this runs flatly 
against one of the cardinal elements in the commercial policy principles to 
which the nations have solemnly pledged themselves in recent years, one 
may well wonder how sufficient support for such a resolution was ob- 
tained. 

The continental European members of the European League for Eco- 
nomic Co-operation are such enthusiasts for the cause that they would 
have little hesitation in throwing any policy which promises to hinder 
itinto the melting pot. A wing of the British section of this organization is 
made up of British imperialists of the Joseph Chamberlain tradition who 
have never had any love for the most-favoured-nation clause. Other Con- 
servative politicians who are prominent in the European League for Eco- 
nomic Co-operation would find their political position in Great Britain 
immensely eased if the British people could be convinced that the Labour 
party argument that closer relations with Europe involves weaker ties 
with the Commonwealth was not valid. 

Still other members of the British section of the League are enthusiasts 
for the idea of European integration largely on grounds of high interna- 
tional politics. Probably a majority of the British people still stand by 
the traditional foreign policy of preventing the unification of Europe 
under any continental power. The enthusiasts in the League contend that 
the rise of Russia makes that policy bankrupt. Europe will be unified, they 
think. The only question is whether it will be unified forcibly by Russia, or 
pethaps by Russia and Germany in alliance, or peaceably as a vital and 
viable part of the free world. To prevent the resurrection of Germany as 
amilitary power the West German economy must be so inter-mixed with 
that of other European nations as to make the waging of war by any one 
of them alone impossible. The European members of the League, includ- 
ing the members of the German section, share this view. And finally, all 
members of the League are determined to see Europe stand on its own 
feet economically as soon as possible; they do not think that is possible 
except by unification. If Europe is to survive as more than a pensioner of 
the United States, Europeans must push for unification with all possible 
energy. If international policy appears to stand in its way, the modification 
of that policy must be immediately considered. 

India, Pakistan, and Ceylon have the most direct interest in any course 
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of action which seems likely to expand Europe’s productive capacity and 
the flow of goods in their direction. Nor are they averse to engaging in any 
preferential tariff arrangements designed to aid that development. After 
all, it was mainly at their insistence that wide-ranging exceptions to the 
rule of nondiscriminatory tariffs had been included in the charter of the 
proposed International Trade Organization. 

Australia, Canada, New Zealand, and South Africa expressed surpris. 
ingly similar views. They were disturbed at the power of those forces 
in Europe urging her people to seek stability through monopolistic and 
restrictive arrangements and were most anxious to support any proposals 
designed to enlarge the opportunities for individual enterprise and to 
create a viable European economy. To that end they were willing to 
continue the modification of the British preferential tariff system as might 
seem desirable. But they set their faces unitedly time after time during 
the discussions against any tendency to create in Europe an economic bloc 
directed primarily against the United States. 

That the Canadians present were, of all the Dominions’ representatives, 
perhaps the most insistent upon this position, is not unnatural. Historically 
we have used the sterling proceeds of an extended overseas commerce to 
pay for an excess of imports from the United States. The fall of the value of 
sterling made that form of multilateral trade a less attractive one during 
the interwar period; the gradual increase in the severity of dollar ex- 
change controls has reduced it now almost to insignificance. The state of 
the Canadian economy in the face of this change would have been sad 
indeed had not a new American tariff policy and the rising purchasing 
power of the American market together made it possible for us to shift 
from an overseas to an American base. 

We should like to sell still more than we do in the United States; but to 
diversify the supports upon which the Canadian economy rests we should 
like also to revive and expand our overseas trade. To that end Canadians 
have most enthusiastically supported the efforts of the nations to move to 
freer and nondiscriminatory trade and to exchanges which were both 
stable and convertible; we have been specially appreciative of American 
leadership in that endeavour. 

The propaganda of cartel-minded Europeans against this policy and in 
favour of an exclusive, non-dollar trading bloc would have little chance of 
success were it not for the very widespread conviction amongst Europeans 
that a multilateral trading world in which the United States is the domi- 
nant partner (as it must be in any group to which it belongs) would not 
be stable enough to satisfy Europe’s necessities. Socialists would find their 
power to achieve domestic plans too greatly limited by disturbances aris- 
ing outside their economy; freer economies might not, under the impact 
of such external disturbances, be able to keep near enough to full employ- 
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ment and welfare targets to offer to their people an attractive alternative 
to socialism or communism. Behind all the talk of the dollar shortage the 
concern is as much with its variations as with its absolute size. Even if 
they were to agree with the present optimistic view that the shortage is 
likely soon to become unimportant the fears of Europeans would not be 
greatly allayed. 

Perhaps Canadians may someday be in for a rude awakening, but for the 
moment they persist in what Europeans think a most unrealistic optimism 
about the probable course of business and the national income in the 
United States. Opinion in all circles in the United States, including sup- 
posedly very conservative ones, has changed radically since 1929 on the 
role of government in the American economy. Moreover, the actual weight 
of government amongst the factors determining the national income of the 
United States has so increased that, no matter what the climate of opinion 
might be, the American economy could not again behave as it did in the 
early 1930's. 

But a much more important source of some Canadian skepticism of 
the benefits to Europe of the proposed integration lies in doubt that 
Europe or any other region has in fact the power to insulate itself from 
the impact of the future fluctuations of the American economy. Imports 
may be reduced promptly by quantitative or similar restrictions. But, un- 
less exports to the United States have already been reduced to a very low 
level indeed, the tendency of imports in the United States to fall very 
rapidly as the national income declines must at once reduce one of the 
most important income-creating factors in every foreign country. More- 
over, economies in which the foreign sector is much more important than 
it is in the United States are seriously limited in their power to maintain 
the national income by domestic action in the face of large losses in 
export income. Since Canada has suffered severely in the past from the 
variability both of the level of business in the United States and from the 
nature of its tariff policies, Canadians may be too sensitive on this score. 
But one doubts, on the basis of that experience, whether Europeans will 
be able to do anything like the “insulating” job they seem to think they 
can. 

But skepticism concerning the whole project for the creation of a Euro- 
pean economy has a still firmer foundation. As the resolutions of the Brus- 
sels conferences themselves clearly implied, the defense of the free world 
demands of all nations the closest cooperation with the United States. 
Through the North Atlantic Treaty organizations the conference hoped 
that the military and financial aspects of rearmament might be so man- 
aged as to promote European integration and the European Payments 
Union by which its present degree of multilateral trade is being main- 
tained. The resolutions also urged’ upon the countries of Europe the 
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strictest monetary and fiscal discipline to minimize inflationary tendencies 
inherent in rearmament. It is also true that the success of that rearmin 
effort depends upon as full an exploitation of international specialization 
as can be achieved. Trade must flow between the nations at as high levels 
as possible. Surely this is hardly the time then to disturb the international 
scene by reopening difficult questions of international commercial policy, 

Why then, you may ask, did the Dominions, and particularly the Ca. 
nadians, assent to conference resolutions which suggested that such 
problems be reopened? You will recall that the need for two different sorts 
of flexibility was urged upon the conference. The upshot of the Torquay 
tariff bargaining within the framework of the General Agreement on 
Tariffs and Trade indicated that the Dominions participating could make 
no further progress till some of the rigidities within the British preferential 
tariff system, particularly the “bound” preference margins, were eased. 
Others urged that the most-favoured-nation clause, which was still being 
applied within the group of members of GATT as an essential aspect of 
their bargaining procedure, must be abandoned before the European 
members could make progress toward a free trade area of their own. 

At the London conference, largely at the Dominions’ insistence, the 
resolution of trade policy said simply, “The Commonwealth representa- 
tives express their willingness and desire to stimulate trade between 
Europe and the Commonwealth by a further liberalization of tariffs within 
the framework of GATT.” This form of words effectively blocked consider- 
ation of the modification of the most-favoured-nation clause while leaving 
the members of the British preferentia] system free to introduce greater 
flexibility. In any negotiations between themselves which the European 
countries might wish to begin they would meet still the inflexible, most- 
favoured-nation clause. It was largely at their insistence, therefore, that 
the Brussels resolution was expanded to include a recommendation for less 
inflexible commitments amongst both the members of the Commonwealth 
and the members of the General Agreement on Tariffs and Trade. In the 
light of the strong opinions of many of the Europeans present at the con- 
ference it seemed wise that even during the rearmament phase these 
matters should be looked at afresh. 

Though it never appeared in the proceedings of the conference, there 
was in the minds of some of its members, including some of those from 
the Dominions, a point of view which made it easier for them to agree to 
this compromise resolution. The alternative program to tariff negotia- 
tions looking to freer trade relations within regions is to continue with the 
program outlined at the end of the war. Two lines of advance toward 
the multilateral trading world with low and nondiscriminatory tariffs were 
then laid down. On the one hand, as soon as its production recovery 
gone far enough and its balance of payments situation made it possible, 
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each country would do away with its exchange controls and make its cur- 


" sency convertible into the United States dollar. Under the International 


Monetary Fund agreement the nations are going to be faced with this 
obligation when the transition period ends in 1952. The other line of 
advance was to be a long series of tariff negotiations amongst the members 
of GATT for the reduction of tariffs on a nondiscriminatory basis by the 
yse of the most-favoured-nation principle. 

On neither of these lines of advance has progress been all that was 
hoped and prospects seem to worsen. Substantial reductions in tariffs have 
been made but the chances of further progress seem not too promising. 
In 1947 Great Britain, according to the special obligations assumed in 
the Anglo-American Financial Agreement of 1945, made the pound ster- 
ling convertible into the dollar but had shortly to end the attempt at con- 
vertibility. This unfortunate experience may long delay a second attempt. 
In short, as tariff reductions get down to levels where further cuts hurt, as 
the time for a decision on convertibility approaches, the nations begin to 
recoil. 

This natural reaction of cautious politicians and administrators, together 
with the pressures of vested interests, would not be so serious were it not 
for a general skepticism about the wisdom of attempting to restore a 
world-wide multilateral trading system with universal stability and con- 
vertibility of currencies and free trade or low and nondiscriminatory 
tariffs. One suspects that this view was widely enough spread amongst 
the delegates to the Brussels conference to make them less than adamant 
against the suggestion that the relevance of these objectives to such prob- 
lems as Europe is concerned with, be reconsidered. 

After all, free trade and stable, freely-convertible exchanges are not ends 
in themselves. In the nineteenth century they were but aspects of a total 
economic policy designed to give as free a field as possible to the system of 
private capitalism. Despite occasional lapses from the obligations of the 
gold standard or high tariff aberrations from the free trade ideal, that 
total policy met the assent of all nations; it was the economic policy by 
which all the members of the nineteenth century international economic 
system sought to guide their actions. Today nationalism rules in economic 
policy-making. Governments actively set the framework for economic ac- 
tivity within their borders and support a wide variety of economic systems. 
The purposes which they hope these systems will serve vary also from na- 
tion to nation. They have no longer the neat simplicity of nineteenth cen- 
tury aims. About the only way that such diversities could be brought to the 
degree of uniformity of policy required to make an international free- 
trading system succeed in advancing human welfare as it did in the last 
century is by force of arms or the persuading pressure of a dominating 
economic power. We are engaged in resisting forcible unification and one 
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doubts whether the American people are really willing consciously to 
apply the pressure required. 

It may well be, moreover, that the drive for the unification of Europe 
arises from a misreading of the lessons of the past. Europeans seem to be 
pursuing economic integration under the illusion that it alone would dy 
for them in the second half of this century what it took complete political 
unification to do for the United States in the nineteenth cenury. It may 
also be that we North Americans, in adopting as our objectives in the late 
twentieth century, instruments of policy lifted from their context in a suc. 
cessful nineteenth century system, are also guilty of a grave misreading of 
history. We shall need, I think, a “less inflexible” (to quote the key words 
of the Brussels conference resolution on trade policy) approach to the 
complex problems of recreating an international economic system, if we 
are to build the new world wisely and well. 
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University of Chicago 

HE economy of the United States has been put through a kind of 

fire drill during the past year. This drill has come off much better 
than might have been expected when one takes account of the awkward 
political division, the doubts and debates about foreign policy that have 
prevailed, along with the decentralization that characterizes our political 
and economic institutions. We shall agree, I am sure, that the performance 
has been surprisingly good in view of these rather difficult and trying 
circumstances. Mistakes have been made, of course; some by private indi- 
viduals in overstocking the larder and in bidding raw materials too high, 
and some by public agencies in holding on to cheap money too long and 
in stockpiling too quickly. From the high ground of retrospection, we can 
readily look back and see the kind of a drill we have put on. What can we 
learn from this brief experience at economic mobilization? 

I shall consider mainly measures intended to bring the economy into a 
state of readiness to provide on short notice the materials required for 
an all-out war, should this unfortunate contingency arise. This objective is 
very different from that of other mobilizations in the history of the United 
States. We have never had occasion to become mobilized and stay pre- 
pared. We are now engaged in accumulating raw materials, building 
plants, and developing an organization to be held largely on a stand-by 
basis ready to produce the armament and related goods required for war. 
The objective, as I see it, is not and should not be primarily that of pro- 
ducing for a short period a large stock of war materials to arm our military 
services and to make arms available to the European countries who are 
joining us in this effort. The basic task is rather one of developing the 
industries of the United States, Canada, and of these European countries 
so that the required flow of war materials can be expanded very rapidly 
should it become necessary to do so. It is my belief, which will of course 
affect the appraisal that follows, that the existing international tensions 


* University of Chicago Office of Agricultural Economics Research Paper No. 5123. 
613 


pe 

do 

al 

ay 
C- 

of 

ds 

he 


614 THEODORE W. SCHULTZ 


are of such a nature that we must become and stay prepared for the fore. 
seeable future, which may turn out to be for many years to come. 

In this paper I shall endeavor to do two things: (I) examine briefly the 
economic experiences of the United States as an effort at mobilization 
since late June, 1950; and (II), consider the more important difficulties 
that appear to confront us in achieving and maintaining a state of eco. 
nomic readiness for war. 


I. 1950-51 Economic Mobilization in Retrospect 


Appropriations for the armed services have exceeded expenditures. But 
the hump in the buildup in military claims on the economy has not come 
nearly as soon as was commonly expected. This hump did not materialize 
in the late fall as was at first anticipated; nor did it come during the winter, 
spring came and so has summer and still no hump. Will it put in its ap- 
pearance in late fall as now expected? Or is this hump under existing con- 
ditions a conceptual illusion? I suspect we shall find that the U. S. economy 
has sufficient flexibility to make with remarkable ease a transformation of 
the kind implied by present appropriations to the Armed Services and by 
the timetable set by the Pentagon, as it has done to date, and appears 
likely to do in the months immediately ahead. We have, as I see it, sub- 
stantially overestimated the difficulties of transformation. The economy 
has taken the new assignment in its stride, an achievement which may be 
ascribed to the underlying health and strength of the economy as of mid- 
1950, or to the economic policies that were adopted, or to the combination 
of the two. 

We need to look into these matters in somewhat more detail at this 
point to bring into focus particular policies and programs. I shall consider, 
first, the conventional foci of public management as seen by economists, 
namely: fiscal, monetary, and wage-price controls. 

A. Fiscal. The United States deserves a high score on its fiscal achieve- 
ments during the past year. The federal budget was anything but static. 
Changes in both expenditures and revenue bespeak a remarkable fiscal 
flexibility. Hard as it is in our political system to increase taxes to compen- 
sate, in this instance, for greatly increased appropriations to the armed 
services, the Federal Government, in fact, closed the year which ended 
June 30 with cash receipts of over five billion dollars in excess of expendi- 
tures. You will recall that Congress imposed higher taxes, and rather 
promptly, by our standards, following the burst in military appropriations. 
It should also be noted that some large items in the budget, for example 
the appropriation for agriculture, turned out to be much less than esti- 
mated when the budget was proposed. Necessarily there has been a lag 
between military appropriations and the placing of orders and between 
these and deliveries. Then, too, the large rise in dollar incomes of corpora- 
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tions and of individuals has increased sharply the flow of revenue into the 
Treasury. 

Clearly, in fiscal policy the United States is on even firmer ground than 
this description of the budgetary outcome of the past year may sug- 
gest. We have come a long way in understanding the role of fiscal 
measures in achieving economic stability. This understanding is not re- 
stricted to economists and their technical journals, but it is sufficiently 
widespread to make it a meaningful factor in policy making in govern- 
ment. All of the major interest groups are aware of the importance of 
fiscal controls. In the business community, there are the outstanding con- 
tributions of the C.E.D.; fiscal policy is well understood by those who 
speak for agriculture; labor leaders are also informed and take a positive 
position in the use of these measures. It would be interesting and, I 
believe, very valuable to know how we have come to this useful under- 
standing of economic policy in this particular sphere. What in our ex- 
perience and education has given us this insight and maturity? 

B. Monetary. In monetary management, the United States has come off 
badly. It deserves a very low score, for it certainly failed the first part 
of the test. Had the Federal Reserve and the Treasury set out in June, 1950 
not only to permit but actively to induce an inflation, they could not have 
done better. Between May, 1950 and May, 1951, Reserve Bank credit out- 
standing rose from 17.9 billion dollars to 23.7 billions. This rise of 5.8 
billions may be compared with less than half that amount in total Federal 
Reserve credit prior to World War II (for example, 2.4 billions at the end 
of 1940). What happened was that the Federal Reserve found itself em- 
bedded in a Treasury policy which made it necessary for the Federal 
Reserve to buy about five billions of government securities to support 
the market of these securities at the level at which they had been pegged 
by the Treasury. Member bank reserve “balances” rose from 15.8 billions 
in May, 1950 to a peak of 19 billions in February and March, 1951. They 
have been reduced slightly since then. This very large increase in reserve 
balance set the stage for a rise in bank loans of about 12 billion dollars. 
The record reads like a perfectly planned inflation. 

It should be said, however, that once the Secretary of the Treasury was 
induced to forego his pegged bonds and cheap money, and the Federal 
Reserve was given some freedom in monetary management, the transition 
was made, so it would appear, with unusual technical skill. By early 
spring, government securities were brought into contact with the market, 
thus lifting from the Federal Reserve the burden of supporting these 
securities substantially above the market as it had been doing. But un- 
fortunately, the damage had been done. The strong anti-inflationary fiscal 
policy of the Government had been nullified. The United States had been 
treated to a large dose of monetary inflation. 
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It should be clear from this and other recent experiences that mone 
controls are not understood well enough to give us a public process for 
using them effectively. The difficulties are, I believe, rather deep-seated, 
There is much confusion with regard to the possibilities and the proper 
uses of monetary controls, not only among public leaders, but also among 
economists. There continues to exist all too much doctrine on this matte 
among economists; some are disposed to belittle and some to claim too 
much for these instruments. Because these controls proved to be of little 
use in counteracting the deflationary conditions of the early thirties, they 
became discredited and were long neglected. 

The quality of the arguments presented at Congressional Hearings on 
this subject has declined greatly since the early twenties. It is only vety 
recently, under the strong leadership of Senator Douglas, that there has 
been a “rediscovery” of the functions of monetary management. However, 
as yet there are only a few individuals in government who understand the 
intricacies of monetary controls. And the same can be said of other public 
leaders. For example, in business, where the C.E.D. has done yeoman 
work on economic policy, no really meaningful policy statement has 
emerged on monetary management. Labor is also confused in wanting 
both less inflation and cheaper money. In agriculture we find a notable 
exception, where most of the leadership has shown an unusually clear 
understanding of these instruments of economic policy. Here again, I wish 
we knew more about the role of education and experience in shaping 
public understanding of these particular controls. 

C. Wage and Price Controls. I find it very hard to discern how well or 
how badly we have done in this area of economic policy. Moreover, I feel 
that I am quite unqualified to judge, because of my strong belief that 
these particular controls have not been appropriate to the circumstances 
that have existed during the past year. As I read the indicators, we have 
very little suppressed inflation in the consumer sectors of the economy. 
Both product and factor prices are quite free and in relatively satis- 
factory adjustment. The controls in these sectors have been and are for 
the most part nominal. They undoubtedly have served some political pur- 
poses. But their economic effects upon the allocation of resources and the 
distribution of personal incomes have been, I believe, very small. 

I shall now turn to the 1950-51 achievements in production. It will be 
my thesis that the realized production has been much better both in 
volume and in composition (military and civilian) than was expected a 
year ago. 

As mobilization got under way after the Korean invasion, the U. S. 
economy had already recovered from the slump of 1949 and appeared to 
be essentially in full gear. Therefore, it was generally held that although 
some additional production would be forthcoming from a further reduc- 
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tion of unemployment, a longer work week, and from normal economic 

owth, a rapid expansion of the Armed Services and of war materials 
could come about only by a very substantial contraction of the production 
for and the flow of goods and services to civilians. Total output appears, 
however, to have increased much more than this expectation implies. 
Where have the additional inputs come from? As yet no satisfactory ex- 
planation is at hand. 

A few figures may be helpful: From April, 1950 to April, 1951, industrial 
production as a whole rose over 17 percent; durable manufactures by 
nearly 25. percent; more specifically, iron and steel is up about 20 percent; 
machinery, 34 percent; cement by almost as much. The output of 
petroleum and coal products and that of industrial chemicals are 24 
percent larger than a year ago. Construction materials are up about 20 
percent, with private industrial and commercial buildings and public con- 
struction in the vanguard. Meanwhile, I assume, we have been accumulat- 
ing stocks of some important raw materials both by private firms and 
public agencies. We can only repeat the question: Where have the addi- 
tional inputs which have made this large rise in production and in stocks 
possible come from? Have they come from the expansion in industrial 
plants and related capital inputs of the past several years? Has a sub- 
stantial part come from the additional factors of production acquired 
from abroad? If it has been the latter, it can hardly continue, in view of 
the acute shortages in stocks in parts of industrial Europe and elsewhere. 

As I read the 1950-51 record, it indicates a larger aggregate production 
than might have been expected and an easy and rapid transformation in 
building plants and producing matériel for the Armed Services. Civilians 
have come off well in the flow of goods available to them and so has the 
Pentagon, considering the orders let and the timetable set. Public 
economic management did exceedingly well in the fiscal area but failed 
in the monetary. The mistaken monetary policy was not corrected until 
well into the first quarter of 1951. Wage and price controls in the con- 
sumer sectors imposed during the year appear to have been largely 
nominal. 


II. Difficulties in Economic Mobilization in Prospect 


I shall assume the objective is not only to achieve but also to maintain 
a state of economic readiness for war. Suppose the international situation 
continues to be such that a major war is averted, but that we must for 
some years to come be ready for such a drastic contingency; and suppose, 
further, that it will require between 10 and 20 percent of the national 
product to attain this objective. Under these circumstances, what major 
difficulties are likely to arise in managing the U. S. economy? 

The difficulties that will arise are’primarily matters pertaining to politi- 
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cal and economic organization, as I shall endeavor to show in considering 
the five questions that follow. 

A. Will a mobilization effort requiring 10 to 20 percent of the national 
product place the economy under a severe strain? Without stopping to 
define “strain” in this context except to relate it to per capita real ip. 
come available for consumption, the answer is clearly No—provided we 
can maintain economic growth. 

B. Are we entering fiscal 1952 (that is, year beginning July 1, 1951) with 
major maladjustments in the way resources are being employed and with 
very considerable suppressed inflation in the system? A strong case can 
be made for the negative on this question. The U. S. economy is at the 
moment well balanced; it is in process of meeting both civilian and 
military requirements in the proportion indicated by our public objectives; 
factor and product prices are in general in line with this assignment, 
although the inflation generated by World War II and that permitted by 
the monetary authorities during the past year have impaired rather 
seriously the incomes of some groups in the community. 

C. Are fiscal and monetary controls sufficient to maintain a workable 
degree of economic stability? Take, first, the expansion phase during 
which orders from and deliveries to the Pentagon are on the rise. Here 
the answer falls into two parts. (1) In principle these particular controls 
are fully sufficient for the task indicated; and (2) in practice, however, 
the public process, the Government, and those agencies charged with 
the management of these controls are likely to apply them very im- 
perfectly. (Page the record of the Treasury from June, 1950 to about 
March, 1951!) The difficulty, nevertheless, runs much deeper than the 
mere obtuseness or the inability of those who are responsible for fiscal 
and monetary management in Washington. It is the lack of public under- 
standing, leaving economists aside, especially of the function of the 
monetary instruments, which is the real limitational factor in practice 
and is likely to be so for years to come. Once the expansion phase is over, 
the task will become much harder because the changes in the flow of 
appropriations and in orders may create major economic disturbances. I 
shall now turn to that issue. 

D. Will appropriations to the Armed Services and orders from the Penta- 
gon for plants and goods and the timetables set for their construction and 
delivery be such as to induce economic uncertainty of major importance? 
It is hard to believe that the answer can be other than in the affirmative. 
Here we have, as I see the prospects, a fundamental difficulty hard to 
avert, given our history and institutions, and hard to cope with in an 
economy as decentralized as ours. The difficulty consists of two basic 
problems suggested by the terms “appropriations” and “orders.” There is 
no assurance that either the flow of appropriations or of orders can or 
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will be so managed that economic mobilization and staying ready will 
not become a major source of uncertainty having serious adverse effects 
upon the economy. 

Take first the flow of appropriations. Will they permit long range plans? 
Certainly not. The United States does not have a well established, settled 
foreign policy to guide it through the international tensions and the 
struggle for power that appear to lie ahead. It has had no experience at 
economic mobilization where the objective is to become and to remain 
ready for the contingency of a major war. Not having these, we cannot 
expect Congress and the Executive to provide a steady and dependable 
flow of appropriations. I do not wish to imply that these appropriations 
should not be altered as international and other circumstances change. 
These changes in the state of politics among nations may in themselves 
be sufficient to create much continuous economic uncertainty as ap- 
propriations are adjusted accordingly. But in addition to these interna- 
tional circumstances, we must take account of the way in which American 
political institutions work. And in this case, the magnitude of the ap- 
propriations is so large that it has become the single most important 
variable in the economy. 

Let us take next the Pentagon as a management agency which allocates 
the funds that have been appropriated and uses, say, 10 to 20 percent of 
the national product. Can and will this agency so schedule its orders for 
plants and for goods that they will not induce economic uncertainty? The 
odds are that, even if the flow of appropriations were entirely neutral on 
this score, the Pentagon will become the source of much economic un- 
certainty. A part of this cannot be averted, because of technical advances 
in military equipment and of changes in the art of war. Another part will 
stem from particular elements of flexibility in military programming which 
are desired and obtained by imposing some uncertainty upon the economy. 
There exists a third part of major importance which will arise out of two 
circumstances, namely (1) the unawareness of the Pentagon of the effects 
of changes in the flow of its orders upon the stability of the economy and 
(2) the sheer magnitude of the task of integrating and managing so large 
and so complex an undertaking. 

E. There is still another major difficulty suggested by this query: Is it 
possible for the Pentagon to allocate the resources which are made avail- 
able to it by congressional appropriation in accordance with the maximiz- 
ing principle of economics? The answer is clearly, Yes. But this is not 
what happens. In peace time our Armed Services have been “starved” 
and in war they have been “overfed” with appropriations and claims on 
resources—not the kinds of diets that nurture a healthy respect for the 
principles of economy. Existing circumstances, however, require a pro- 
found change in procedure. The Armed Services have become and may 
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continue to be a major sector of the economy, as will be the case if th 
employ from 10 to 20 percent of the national product. It would be a 
miracle if the malallocation in resources within the Armed Services were 
not numerous and large in the aggregate, given our history, experiences, 
and the existing organization of procurement and allocation of materials 
for the Armed Services. We need very much to develop in economics an 
applied branch setting forth the principles and rules for military eco. 
nomics. This analytical effort should concentrate mainly upon the con- 
ditions that must be met to establish a military organization which will 
have substantial self-correcting capacities in reducing and in eliminating 
malallocations in resources within the Armed Services. 

The difficulties ahead in becoming and staying ready for the con- 
tingency of a major war should not be minimized. The Pentagon must 
sooner or later learn and apply the principles of economy in its own sphere 
of activities. The flow of military appropriations and orders, once the ex- 
pansion phase is over, is likely to become a major source of economic un- 
certainty for the rest of the economy. Here we have a new potent engine 
for economic instability. During the expansion phase, fiscal and monetary 
management would be sufficient, provided we use them appropriately. In 
relying on these controls, we shall have more of the kind of flexibility that 
is required for economic growth. Given substantial growth, the drain on 
civilians of a mobilization effort that employs 10 to 20 percent of the na- 
tional product should not become a major problem. 
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THE IMPACT OF THE DEFENSE PROGRAM 
ON THE CANADIAN ECONOMY 


M. C. UrRQuHART 
Queen's University 


HE Canadian economy has proceeded not more than half-way in 
T the application of resources toward the objectives of the defense 
program.” In certain phases, particularly in the rate of procurement of 
equipment and installations, it is less than half-way. The expansion that 
has taken place is largely in that sector which least disturbs the civilian 
part of the economy.’ Hence, while some things can be learned from our 
experience to date, it is not sufficiently broad to make firm generalizations 
about the final impact of the program. Rather, one must attempt to draw 
conclusions from the nature and extent of the proposed program and 
experience elsewhere. 

This program is being expanded rapidly in an economy that is already 
operating at a high level, such a level in fact, that the cost of living index 
rose steadily by 7.5 percent from last December to June, and wholesale 
prices rose by nearly a like amount between December and May, though 
levelling off in the last three months. At the same time unemployment, 
allowing for seasonal factors, was at near record lows.* 


*For general background on magnitudes in the Canadian Economy the following 
are given: Population, 14 million; labour force including Armed Forces, 5.3 million 
approximately; gross national product in 1950, 17.8 billion dollars; national income, 
1488 billion; total public expenditure of all governments, including transfer payments 
to the general public but not from Federal to other governments in calendar year 
1950, 3,850 million dollars; total current account debits plus credits on international 
account in 1950, 8.8 billion dollars. 

*Defense contracts let in the fiscal year ending March 31, 1951 were roughly 
800 million dollars according to a statement of the Minister of National Defense 
as reported in House of Commons Debates, Official Report, Tuesday, May 8, 1951 
(Ottawa, King’s Printer), p. 2803; additional contracts in large amounts have been 
let since March 31. Defense expenditure (excluding special expenditures, largely 
made up of transfer, out of inventory, of equipment to N.A.T.O. countries) appears 
to have been about 311 million dollars in the first five months of 1951; this figure 
is based upon information in monthly treasury statements, reported in Dominion 
Bureau of Statistics, Ottawa, Canadian Statistical Review, and the Canada Gazette 
(King’s Printer, Ottawa), upon information given in Estimates for the Fiscal Year 
Ending March 31, 1952 (Ottawa, King’s Printer) and information in the statement 
of the Minister of National Defense, referred to above. 

A statement in July, 1951 placed the numbers in the Armed Forces at 81,000 
(Kingston Whig-Standard, Kingston, Ontario, July 18, 1951); the ultimate objective 
is 115,000 or more (House of Commons Debates, Feb. 5, 1951, pp. 96-97 and May 
8, 1951 p. 2797 ff.). In addition there are to be 33,000 civilian employees in the 
Defense Department. 

*Unemployed for the week ending March 8, 1951 numbered 172,000 out of a 
civilian labour force of 5,172,000; Dominion Bureau of Statistics, The Labour Force, 
Quarterly Survey, Week Ended March 8, 1951. At this time of the year seasonal 
unemployment is high. 
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Into this economy a defense program that will probably ultimately 
absorb between 10 and 15 percent of Gross National Product, as com. 
pared with three to four percent in 1950, somewhat more than two percent 
in 1949 (and nearly 50 percent at the height of World War II), is being 
grafted.* It is the purpose of this paper to hazard some guess as to the 
impact of this program. 

The remarks in the main are directed toward developments in the next 
four to five years. They are based on the assumption that the course of 
international events and the temper of the Canadian people will be such 
that the announced program will be maintained throughout that period. 
First, the production potential compatible with our economic and political 
institutions is examined and its bearing on the defense and civilian sec. 
tors of the economy is indicated. There follows a discussion of present and 
implied future public policy designed to achieve public objectives in an 
orderly and efficient way. Finally, a short section is devoted to the effects 
of the defense program on the Canadian international economic situation. 


The Production Potential and Defense Requirements 


From a purely physical viewpoint of bearing on resources, the program 
involved should prove to be only a temporary burden in an expanding 
economy. Since we are interested in a period of some duration an 
examination of the factors of growth is worth some time. 

(1) The Labour Force. On a number of counts a considerable, eco- 
nomically achievable increase in the labour force can take place. Con- 
traction connected with retirement of those people who would normally 
not have been in the labour force but who had entered during the war 
seems to have been completed, and we now might expect no further 
change or perhaps even a moderate expansion on this score.* The labour 
force grows from natural increase by well over one percent per year and 
immigration this year will possibly expand it by nearly a like amount. 
The length of the working day declined by nearly five percent from 1945 
to 1949 but in 1950 tended to increase slightly; it might be expected that 
in a period of pressure on real consumable income the recent increase 
would be maintained.* In all the circumstances that exist, and assuming a 


*The Canadian Government has announced a program of over five billion dollars 
expenditure over the next three years, the estimates being presumably at the current 
price level, House of Commons Debates, Feb. 5, 1951, p. 91. This is probably a 
minimum figure and does not include private capital outlay for defense production. 
For the fiscal year ending March 31, 1952, estimated expenditure is 1.65 billion. 

° For instance, the March 1951 survey of the Labour Force showed some increase 
in the proportion of women aged 24 and under in the Labour Force. Dominion 
Bureau of Statistics, The Labour Force, Quarterly Survey, Week Ended March §, 
1951, p. 6. 

hab ation into Canada was slightly over 60,000 in the first five months of 
1951; a figure for the entire year of Cesioven 100 and 150 thousand immigrants is 
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continuation of immigration, a potential expansion in the effective labour 
force of more than two percent per annum is indicated. This rate of ex- 
ansion not only adds manpower resources, but also provides an element 
of flexibility to a population that is already mobile in response to economic 
opportunity. 

(2) Capital and Natural Resources. In the years since the war, capital 
facilities have been and are being expanded rapidly; since the completion 
of the conversion from wartime activity around 1947, gross domestic 
capital formation (excluding inventory increase) has been running at 
approximately 20 percent of gross national product.’ While figures on the 
capital stock at the end of the war are not available to give an accurate 
basis of judgment, the addition to the total capital stock in recent years 
must have run at a very considerable proportion of the stock in 1945. For 
instance, in manufacturing, a guess would be that from 1946 to 1950 
capital additions have amounted to at least 20 percent and perhaps as 
much as 40 percent of the previously existing facilities.* In the resource 
field, there are, as well as the usual rate of development, two major addi- 
tions that perhaps may be called discoveries; these are oil in Alberta and 
iron ore in Quebec and Labrador. 

There is reason to believe that many of the fruits of the expansion have 
yet to be realized in the form of higher current output. It takes time, in 
a program of growth at the rate that has existed, for capital facilities to be 
operated at their full efficiency; labour and management alike have new 
skills and new techniques of organization to learn. And certainly, in the 
case of oil, the present year will be the first to achieve really substantial 
results in an output that should continue to grow. On the other hand, the 
iron ore from the new deposits will not flow in large amounts for three 
or four years. 

(3) Another factor of considerable importance at present in easing the 
load on domestic resources is a current very considerable net inflow of 
capital. Last year, for the first time in 17 years, a deficit on international 
current account was realized; amounting to 300 million dollars, it was 
equal to nearly 10 percent of private domestic investment in housing, 


officially contemplated. (Statement of the Minister of Citizenship and Immigration 
reported in House of Commons Debates, Tuesday, June 28, 1951, p. 4860 ff. 

For average hours of work in manufacturing, mining, and construction see D.B.S. 
Canadian Statistical Review, monthly, e.g., June 1951, p. 19. 

"Canadian national income and expenditure are given in D.B.S. National Accounts, 
Income and Expenditure, published annually. 

*In addition, there are other difficulties in measuring the relative change in the 
capital stock such as are involved in the determination of the prices at which the 
original capital stock is valued and proper deflation of additions. Figures on fixed 
capital annual additions, and depreciation, for corporations are given in Department 
of National Revenue, Taxation Division, Taxation Statistics, now being published 
annually, Annual outlays and depreciation ‘are also given in D.B.S. National Accounts. 
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plant, and equipment. The net capital movement conceals the fact that 
Canadian holdings of gold and dollar exchange increased by more than 
600 million dollars during the year so that the net capital inflow on non. 
currency account, practically all of which was from the United States, 
was roughly 900 million dollars.® In the first five months of 1951, the net 
debit on merchandise account alone has amounted to just under 300 
million dollars compared with an almost even balance in 1950.° This may 
not be fully indicative of what will happen in the full year, yet the current 
account deficit is apt to be large. For while exports will bulge toward 
the year-end if a good crop of high quality is realized and though some 
of the importing may have been in anticipation of shortages, there will be 
a considerable amount of procurement of military equipment in the 
United States to add to private purchases. It seems quite conceivable that 
the net debit on merchandise amount may rise to between 450 and 
600 million dollars and there will be another 300 million dollars on non- 
merchandise account. Some of the capital inflow last year was un- 
doubtedly largely in anticipation of the appreciation of the exchange rate 
which was freed in the late autumn. However, a voluntary inflow appears 
to be continuing, for while no direct data on capital movements this year 
are available, our current account debit has not been financed to any 
significant extent out of the official holdings of gold and U. S. dollars 
which comprise the bulk of Canadian dollar exchange.” 

It is somewhat difficult to appraise the rate at which the capital inflow 
may continue over a period of years. A substantial part is made up of 
direct investment and this might be expected to continue.’? A substantial 
part, however, has been in Canadian government securities of domestic 
issue; this part may be attracted in some degree by the differential in 
Canadian and U. S. interest rates and in some degree by the current (low) 
exchange rate.** It is highly probable that the differential in interest rates 
will continue. And while the level of the exchange rate may be an im- 
portant factor during short periods of uncertainty, when major changes 
are anticipated, there is doubt whether it is the predominating factor in 


°D.B.S. The Canadian Balance of International Payments, published annually. 

* See Bank of Canada, Statistical Summary, June, 1951 for trade figures for the 
first five months of 1951. 

Thid. 

* Out of a total capital movement from the United States to Canada of 951 million 
dollars (excluding changes in official liquid reserves) in 1950, net sales of outstanding 
issues accounted for 363 million dollars, direct investment 167 million and “other 
net private capital inflows including errors and omissions” 243 million (D.B.S., The 
Canadian Balance of Payments, 1951, p. 11). 

* For a comparison of U. S. and Canadian interest rates on government bonds see 
Bank of Canada, op. cit., p. 97. 
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the longer run, for American capital has been coming into Canada in 
large amounts since 1947.%* 

As noted in somewhat more detail later, the current account position 
may be expected to improve somewhat from the present in the next two 
or three years unless there is a substantial appreciation in the exchange 
rate, or Canadian prices should rise relative to other prices. Assuming that 
the latter does not happen, capital inflows at the current rate associated 
with a tendency toward a smaller current account debit would lead to 
an improvement in the exchange rate, unless the exchange reserves are 
increased. This would tend to cause a somewhat smaller, though probably 
still substantial, capital inflow. 

This capital inflow, associated as it is with a net inflow of goods and 
services, will help to ease the burden of the defense effort on the Ca- 
nadian economy to a very considerable extent. And even in the longer 
mun, insofar as the capital inflow is reflected in greater domestic invest- 
ment, it will lead to a net gain in the Canadian economy in excess of the 
eamings on the capital.?® 

(4) Brief reference to one additional factor of expansion should be 
made. As nearly as can be seen, productivity per man-hour on an average 
has increased for some time at roughly two percent per year. In the 
absence of the defense program, a continuation of this trend at even 
higher rates might have been expected for a while, as the enlarged capital 
equipment and new resources become used more efficiently. In addition 
to improvement in each industry some movement of the labour force from 
low productivity to high product industries is possible. In agriculture, 
particularly on the prairies, the results of the phenomenal mechanization 
of the last few years are being reflected in a decline in the number of 
males employed. And the defense program itself, if there is some relative 
easing in consumer expenditure, as may be expected with higher taxes 
and tighter consumer credit, may cause some relative shift from lower 
productivity service and distributing activity to higher productivity 
industries. That expansion in the latter is possible appears to be 
demonstrated in current increases in output beyond what was commonly 
expected with existing facilities.“ However, at the same time, the intro- 


“From 1947 to 1949 net noncurrency capital inflows from the United States 
were more than offset by capital outflows to other areas largely on official account 
or by changes in official holdings of dollar exchange and gold. 

* A capital inflow, resulting in real capital formation, may increase income in the 
recipient country by more than the amount paid the investors for two reasons: (1) 
In Canada a withholding tax is levied on dividend and interest payments abroad, 
and of course income taxes are levied on enterprises in which any capital is invested. 
2) The capital inflow may lower the rate of return on previously invested capital 
from abroad. 

“For instance, the index of iron and steel production rose from 216.9 in March 
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duction of the defense program will cause dislocations conducive to lower 
productivity. 

If the foregoing were the complete tale it could be said that from q 
production point-of-view only, the defense program could be taken in 
stride with little disturbance in the economy. However, there are elements 
in the situation that are not as satisfactory. 

(1) A number of factors will tend to cause hindrances in production, 
In the first place, the shifts connected with the defense program may lead 
to temporary idleness of some resources, a situation that may be repeated 
with a program of military procurement associated with change in design 
of defense instruments. This also adds an element of uncertainty that will 
not be conducive to high productivity. Second, it may be expected that an 
important part of the program lies not in current production of defense 
weapons, but in provision for a rapid conversion of much industry for 
military production in the event of war. This may mean an all-purpose 
plant that is somewhat less efficient for civilian production. Third, de- 
fense procurement, on the limited scale envisaged, means short runs of 
many items, which, of course, involves loss of efficiency. Finally, material 
and capacity shortages and scarcity of some types of skilled labour caused 
by expanded demands for defense production may hamper civilian pro- 
duction. However, except in the case of skilled labour, these shortages 
should be relatively small, though not entirely negligible, in the Canadian 
program.’? In accordance with the North Atlantic Treaty Organization 
agreement much of the Canadian program is built about provision for a 
greatly expanded air force; except for ‘construction of air fields and 
hangars and some expansion of aircraft-building capacity this will not 
require large quantities of materials that are in really tight supply.’* The 
requirements for steel, in the ship-building and army program, though 
substantial, are only a small part of total steel available, and until domestic 
facilities are available, much of the army equipment will be purchased in 
the United States, though there may also be some offsetting U. S. pro- 
curement in Canada. Shipyard capacity is probably nearly adequate for 
the ship-building program; some construction for army requirements may 


1950 to 233.1 in September 1950 and 250.5 in March 1951. Bank of Canada, op. cit., 
. 99. 

‘ For estimates of increases in productivity per man year in the economy as a whole 

from 1929 to 1949 see O. J. Firestone, Residential Real Estate in Canada (University 

of Toronto Press, 1951, pp. 243-44). 

™ Defense expenditures for fiscal year 1951-52 as presented to Parliament in the 
official estimates are found in Estimates for the Fiscal Year Ending March 31, 1952, 
Ottawa, King’s Printer, 1951. 

* Canada is a large net exporter of many of the materials used in aircraft building 
and while she has obligations to maintain exports to regular customers she has more 
leeway than if she had been an importer. However, certain parts of planes, pat- 
ticularly engines, are imported. 
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be necessary. In all, steel requirements may be nearly met currently 
owing to well-maintained imports, expanded production at home, and 
sme decline in demand for consumer durables resulting from the fiscal 
and monetary program. For the future, planned expansion in the steel 
industry should increase capacity by between one quarter and one third 
by 1953. 

(2) Another counterbalancing factor to the expansionary forces has 
been a deterioration in our terms of trade that may continue. In an 
economy in which merchandise imports and exports each comprised about 
175 percent of gross national product in 1950, such a matter is of some 
significance.*° 

In view of the foregoing, the production situation may be summed up 
as follows: (a) Within three years total expansion in production in the 
economy, assuming the current rate of immigration is maintained, has a 
potential equal to the increased requirements for defense purposes. (b) In 
the shorter run, much of the pressure on resources may be eased by 
a substantial net inflow of goods and services on international account 
amounting in the current year to possibly nearly half the defense outlay. 
This inflow may continue for some years. (c) Real per capita output for 
civilian use, including both consumer and producer goods, will take longer 
to recover to levels of 1950, since increased population will accompany 
the expanded labour force. Owing to the capital inflow, real goods avail- 
able for civilian use will not fall as much as per capita production for 
civilian use. (d) Material shortages will, in the main, not be very great 
though they may have important marginal effects. 


Public Economic Policy for Defense 


Let us turn now to the means of achieving the objectives of the defense 
program, a matter which primarily involves public policy. At present, with 
afew exceptions such as in steel, Canadian policy is to attempt to achieve 
the transfer of resources by means of fiscal and monetary controls, within 
the framework of the price mechanism. The official view, which is widely 
shared, is that as yet it has not been demonstrated that these indirect con- 
trols are not the best way to maintain the balance that will avoid prob- 
lems of rapid inflation on one hand and unused or inefficiently-used re- 
sources on the other.” This program is being followed in the double belief 
that, first, at present from an administrative view it is the only feasible 
means and second, if it is successful it will in the long run mean a more 


*For comments on the terms of trade see Foreign Exchange Control Board, 
Annual Report to the Minister of Finance for the year 1950. 

*The official attitude on many of the aspects of the defense program is given 
in the budget speech of April 10, 1951, House of Commons Debates, Official Report, 
Tuesday, April 10, 1951 (Ottawa, King’s Printer, 1951). 
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vigorous, flexible, and economically efficient economy. The problems 
being faced are difficult but, it would appear, somewhat easier now than 
they may be at other times. The reason for this circumstance is that, at the 
present time, the forces operating to maintain total demand appear to be 
very strong. Hence, there is not great danger that if the monetary and 
fiscal controls were slightly overdone, the fall in income would lowe 
demand sufficiently to reduce induced investment significantly, and thus 
set off a downward spiral that would be hard to check.” It appears more 
likely that we are pushing hard at the limits of demand for resource use; 
and any overdoing in curbing demand can be righted by appropriate 
adjustments in fiscal and monetary action without any great harm bein 
done. This applies to the forces of domestic demand. Any great decline 
in exports would seriously affect the Canadian position, and exports 
depend largely on conditions in other countries. The only comments to 
be made in this regard are first, that the easing of the dollar shortage 
greatly reduces one serious problem of selling in non-dollar areas, and 
second, a fall in income in the main Canadian markets, associated as it 
would be with less buying, does not appear imminent. 

The other side of the question is whether fiscal and monetary controls 
can check inflation under the present circumstances. From a_ purely 
mechanical point of view there should be no doubt that they can if 
applied sufficiently vigorously. Important questions are: Will the Ca- 
nadian people support the required action and, equally important, Will 
those in official positions interpret the attitude of the people correctly? 
On both scores the answer is probably Yes. While undoubtedly much 
grumbling about high taxes and complaints about credit tightness will 
occur, yet concern about inflation is such that if an adequate program 
shows signs of stabilizing the situation, it might be expected to find 
general support, perhaps a much wider measure of support than would 
particular controls, in which an individual group has a special interest in 
pounding at the one that most affects it. To the present, the public attitude 
toward the recent fiscal and monetary matters appears to have been one 
of wait and see. At the official level, while in the past it appears that too 
much timidity has been shown, the recently introduced fiscal and mone- 
tary measures indicate a willingness to take much stronger action than 
hitherto. The resurrection of monetary action should provide a power- 
ful support to fiscal measures, which by themselves would probably prove 
adequate only by running truly immense, and perhaps politically im- 
possible, surpluses. 


* At critical levels on both the upswing and downswing of business activity it 
seems probable that moderate changes, in income may induce changes in investment 
that lead to cumulative rises or falls in economic activity. It is my contention that 
we are not anywhere near such a critical level at present. 
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Assuming that institutional and political conditions will allow an 
adequate fiscal and monetary control of the situation to be maintained, is 
the current program sufficiently strong? By the last budget for the fiscal 
year ending March 31, 1952, expenditures of the Federal Government are 
to increase by 800 million dollars, or more than 25 percent. Additional tax 
levies have been made which it is estimated will keep the budget in 
balance in the present fiscal year and add about 600 million dollars in a 
full fiscal year; moreover, it is estimated that old taxes would yield about 
200 million dollars additional in the present fiscal year. This means that 
increased rates of tax yield are expected to about equal increased rates 
of expenditures on a full year basis. If the estimates of revenue are correct, 
this, taken by itself, will add to inflationary pressure,”* for private ex- 

nditure is unlikely to be cut down by the full amount of the increased 
tax collections. The changes in tax rates in the last budget were, roughly, 
20 percent increases in the personal income tax, the corporate income tax, 
and the sales tax, accompanied by increases of varying amounts in excise 
taxes on tobacco and some consumer durables.** These taxes will lead to 
acut in real private expenditure in proportions that vary downward from 
high levels for the sales and excise taxes to low levels under present 
circumstances for the corporate income tax; but in no case are the cuts 
in expenditure apt to equal the taxes. Actually the situation is better than 
implied in the budget, for it is likely that total tax revenues will be sub- 
stantially higher than has been officially estimated, a view borne out by 
a surplus in the first two months alone of the current fiscal year equal to 
about 7.5 percent of total estimated expenditure;** and this despite the 
fact that personal income tax increases are only effective July 1. This 
rate of surplus will not likely be maintained since expenditures ordinarily 
rise toward the end of the fiscal year and defense expenditure is in an 
expansion phase; yet the surplus for the fiscal year is apt to be substantial. 

Additional measures include a postponement, for four years, of taking 
of depreciation, for income tax purposes, on nonessential investment,” 


*The income generating effects of a balanced budget have been discussed by 
Trygve Haavelmo in Econometrica, Vol. 13, 1945 and Henry Wallich in Quarterly 
Journal of Economics, Vol, LIX, 1944-45. 

* An an example, the excise tax on automobiles is 25 percent and on stoves and 
refrigerators, 15 percent. 

*A budgetary surplus of 275 million dollars for April and May, 1951 is reported 
in the official treasury statement given in the Canada Gazette (Ottawa, King’s Printer) 
June 30, 1951. 

* Public utilities, farmers, fishermen and professional people are not covered by 
the regulations. The Minister of Trade and Commerce is authorized, in his discretion, 
to issue certificates of eligibility for current depreciation on new plant and equipment 
deemed necessary for the defense effort, for processing primary products, or for 
direct use in transportation or communication. Since one of the objectives of the 
defense program is to have productive capacity built up for use in the event of 
war, much plant and equipm~nt, not for immediate use in producing defense ma- 
terials, may nevertheless be vi. ved as serving defense purposes. 
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considerable tightening of the money market with higher interest rates, an 
agreement of the commercial banks with the central bank’‘not to increase 
the total of business credit outstanding, and a change in credit terms on 
consumer durables from one third down and 18 months to pay to one half 
down and 12 months to pay. 

In spite of all these measures, which were known at the time of canvass, 
the forecast of capital expenditure at mid-1951 were higher than at the 
beginning of the year.”* And it appears probable the pressure for new in- 
vestment will remain. While space does not permit a detailed analysis, it 
may be said that particularly in the important housing field, pressure for 
continued building at high levels seems likely for some time. Net family 
formation has been nearly equal to the increase in the number of dwel- 
lings in recent years, a teature which may be expected to continue. The 
numbers of family and nontamily groups without their own separate 
accommodations are much higher relative to the total numbers of such 
groups than at any time previously back to 1920, at which time our in- 
formation begins. It would appear that only a substantial fall in personal 
income or a substantial relative increase in rents or in building and financ- 
ing costs would cause the shortage of dwelling units to disappear in the 
next three or four years without a large volume of additional building 
Similarly, very substantial requirements in public utility expansion seem 
evident in the shortages of output. The profitableness of resource develop- 
ment seems high. And while there has been considerable commercial 
building a guess may be hazarded that the real boom in this field has not 
yet appeared. Only in manufacturing, which tapered off slightly in 1949. 
50, has some weakness appeared, though the capital forecast shows in- 
creased outlay, perhaps connected with the defense program, in 1951. 

In the consumer field the higher excise taxes and stricter credit require- 
ments appear to be reducing some sales of durables, though it is perhaps 
too early yet to tell what longer term effects will be. 

As has been mentioned previously, the anticipated substantial capital 
import, perhaps equalling as much as a sixth of domestic capital forma- 
tion, will through the additional goods provided, ease the inflationary 
pressure somewhat, though some of it is probably directly responsible 
for part of the domestic capital formation.”* 


* A survey of businesses, by questionnaire, asking for their intentions regarding 
investment expenditure for the coming year, is made at the beginning of each 
year; a sample check on these intentions is made at the mid-year. The report on 
the outlook for investment at the beginning of 1951 may be found in Department 
of Trade and Commerce, Private and Public Investment in Canada, Outlook, 1951. 
The results of the mid-year check have been reported in the press. 

* For information on this subject see O. J. Firestone, Residential Real Estate in 
Canada, especially Chapters 2, 7 and 8. 

*It seems probable that some part of domestic capital formation is undertaken 


as a result of decisions made by the persons abroad who provide much of the 
financing. 
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The conclusion about the strength of inflationary forces stems from 
the above interpretation. It will require strong medicine to keep the 
situation healthy. On the whole the budgeting record has been good, 
though in part the surpluses have occurred because continuing inflation 
has caused revenues to rise buoyantly.”® The monetary policy, on the other 
hand, has only recently assumed the stringency necessary to provide a 
strong retarding influence.* In view of the facts that (1) the defense 
program does not nearly approach that of the last war, (2) stringent fiscal 
and monetary controls are being applied, (3) holdings of liquid assets 
are probably down relative to gross national product, and (4) substantial 
capital imports are probable, it is apparent that strong forces in control 
of inflation are being applied. Only time will tell whether they are ade- 
quate; if they are not, there is sufficient flexibility in the government 
program to permit reasonably prompt remedial action. 

Before leaving the sphere of public policy, brief comment should be 
made on one other aspect of policy. The Minister of Finance in his budget 
speech gave it as an object of policy that resource use for the defense pro- 
gram should be diverted from forms of capital outlay not necessary for the 
defense program, and from consumer durables rather than from other types 
of consumer expenditure. The reasons given were that such an objective 
was in interests of consumer welfare, and at the same time it would release 
the capacity and materials most needed for defense purposes. The deferred 
depreciation provisions, the special excise taxes on consumer durables, 
and the restrictions on consumer credit are largely designed for this 
purpose. It is presumably the hope that they will lead to the desired 
transfer of resources while minimizing distortions in the price structure 
and the need for direct controls. Measures of the excise-tax and credit- 
restriction type have been used before, but largely in circumstances in 
which it has been difficult to evaluate results. The deferred depreciation 
provision is entirely new; it might be expected to be effective ultimately in 
the rather limited field of commercial and nonessential manufacturing 
undertakings to which it largely applies. The mid-1951 survey of invest- 
ment intentions showed only slight indication of its effect, but since it 
applied only to undertakings begun after April 10, 1951, there was per- 
haps not time for much of the results to be visible. In the light of the 


* On the basis of calculations made for purposes of the national accounts, federal 
surpluses in 1947, 1948, 1949 and 1950 were respectively 701, 785, 524, and 586 
million dollars. It should be noted that loans made abroad by the Government are 
not included as a part of government expenditure in calculating the surplus. 

* While it is hard to put an exact date on the time at which monetary action 
became more stringent, it may be noted that interest rates began rising in October 
1950 and on long term governments have gone up one-half of one percent. The 
agreement with commercial banks (which can be effective in Canada since there 
are only 10 commercial banks) was made in February of 1951. For banking data 
see Bank of Canada, Statistical Summary, published monthly. 


nD 
e 
n 
lf 
le 
)- 
it 
r 
y 
e 
e 
h 
al 
e 
27 
)- 
yt 
h 
n 
t 
n 
n 
e 


632 M. C. UrQuHart 


general budget provisions and the pressure of the large projected capital 
program noted before, it may be expected that the early phases of the 
defense program will cut more heavily into resource use for consumer 
purposes in general than envisaged in the budget and perhaps less heavily 
on use for capital creation. In the longer period the expectation of the 
budget statement may be more nearly attained. In both cases output of 
durable goods industries will most likely expand relative to those of non- 
durable goods and service industries.** 


The Defense Program and External Trade 


Little has been said about the effects of the defense programs on the 
nature and direction of international trade; one or two brief points may 
be made. While the much greater bilaterial balancing of the international 
transactions last year seemed to follow a general trend, it was probably 
much ahead of the trend and was not caused by the defense programs of 
NATO and allied countries. Much of the decline in exports to Common- 
wealth and European countries can be explained by currency stringencies; 
the more near balance with the United States can probably be partly 
attributed to import restrictions. The former difficulty has been very 
greatly alleviated, the latter feature eliminated. And the defense program 
is apt to strengthen trade in traditional channels. 

With the dollar shortage eased and conditions of comparative advantage 


* Since I have been dealing with the economy as a whole I have said little about 
agriculture specifically. The following information relative to agriculture is based 
upon material in the publications of the Dominion Bureau of Statistics, Ottawa; (1) 
National Accounts, Income and Expenditure published annually, (2) Canadian Statisti- 
cal Review, published monthly and (3) The Labour Force, published quarterly. The 
composite index of prices of farm products (1935-39 = 100), after rising from 225.7 
in December 1949 to 246.8 in July 1950, was 234.5 in December 1950 and 256.6 in 
April 1951, Field crop prices were down between December 1949 and April 1951, 
and animal product prices sharply up. General wholesale prices (1935-39 = 100) 
were 198.3 in December 1949, 212.0 in July 1950, 225.2 in December 1950 and 
242.2 in April 1951. The index of prices of commodities and services used by farmers 
was 187.9 in January 1950 and 203.7 in January 1951. Net income of farm operators 
from farm production was 1,513 million dollars in 1949 and 1,424 million in 1950, 
part of the fall in income being accounted for by a low grade (though large) wheat 
crop. The number of persons employed in elodnens appears to be declining; it fell 
from 911 thousand males and 40 thousand females in March 1950, to 813 thousand 
males and 41 thousand females in March 1951. (The agricultural labour force is at 
seasonal lows on the dates given; for comparison at a high, it comprised 1,041 
thousand males and 112 thousand females in August, 1950.) This decline in the 
agricultural labour force is perhaps connected with the very large amounts of farm 
machinery purchased since the war. The flow of farm machinery appears to be 
continuing; in the first four months of 1951, the latest for which data are available, 
the indexes of values of manufacturers’ shipments and inventories of farm machinery 
were above those of the same period in 1950; value of imports of farm machinery 
declined somewhat in late 1951, but for the first three months of 1951 were only 
slightly below those of the same period in 1950. 
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¢ill favouring purchases of foods and raw materials in Canada, it is not 
unreasonable to expect that exports to sterling areas.and European coun- 
tries will expand substantially. From the intentions for increased pur- 
chases of raw materials already expressed by the United Kingdom, a 50 
percent increase in exports thereto seems indicated.** At the same time, 
no comparable rise in imports from the non-dollar area as a whole is to 
be anticipated. Purchases of raw materials, such as rubber and wool, at 
high prices, were made in substantial volume last year; one of the largest 
imports, British automobiles, is unlikely to expand owing to the fiscal pro- 
gram; many other products, such as textiles, are of a type that will likely 
be fairly stable in volume; and the change of the Canadian services from 
British to American type weapons removes a cause of buying in the 
United Kingdom. A moderate credit balance on current account with the 
non-dollar area may therefore be expected to re-emerge. 

With the United States, Canada has been running a large deficit on 
merchandise account this year as compared with a near balance last year. 
While the value of exports to the United States has increased, the value 
of imports has risen a great deal more. A part of this rise of imports can 
be attributed to the removal of the import controls imposed in 1947, for 
imports from the United States which ordinarily display a high income- 
dasticity had risen little from 1948 to 1950. Further increases in Canadian 
income will be reflected in still greater purchases. Moreover, with the shift 
of the Canadian Armed Services to U. S. type weapons, substantial pur- 
chases of military equipment in the United States are to be expected until 
Canadian capacity is developed. On the other hand, the recent increase of 
the ceiling on United States purchases of military supplies in Canada 
to 800 million dollars, if it results in increased military buying, could 
serve as an important offset to the Canadian military purchases.** Current 
civilian imports may be abnormally large, owing to backlogs from the 
period of exchange restriction and to buying in anticipation of shortages. 
In the circumstances a large deficit on both merchandise and total current 
account may be expected this year, and more moderate though still sub- 
stantial deficits subsequently. 


“This was indicated in a government statement reported in the press, Montreal 
Gazette, May 26, 1951. 
“Reported in the press, e.g., Canadian edition of Time, July 23, 1951. 
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DISCUSSION 


H. H. HANNAM 
Canadian Federation of Agriculture 


Professor Urquhart, in his careful analysis of the impact of the defense 
program on the Canadian economy, has made, it seems to me, the following 
main points: 

1. The burden of the ultimate defense commitments should prove to be 

only a temporary burden on the rapidly expanding Canadian economy: 

2. There may be temporary idleness of some resources as the shift takes 

place to defense activities; 

3. Some temporary decline in resources available for civilian use may be 

expected; 

4. Present fiscal and monetary policies are likely to be effective enough to 

prevent any serious further inflation. 

The general impression I have gathered from Professor Urquhart’s paper 
is that the impact to date of the defense program on our economy has been 
relatively small and is not likely to be important in the future. I am not an 
economist and therefore cannot attempt to analyze the situation from the 
viewpoint of an economist as Professor Urquhart has done. But from the point- 
of-view of the farmer, I feel that to date the impact has been very striking 
and the repercussions will be felt for some little time. 


Reasons for This Point-of-View 


From May 1950, the month before war broke out in Korea, to June of this 
year (1951), prices of industrial materials rose 32 percent; prices of farm 
products rose 15 percent; retail food prices rose 17 percent; the cost-of-living 
rose 12 percent. From May 1950 to May 1951, farm wage rates rose 12 per- 
cent ($84.64 to $94.88); wage rates in manufacturing rose 10.8 percent. We 
have to go back to the inflationary days of de-control (1946 to 1948) to find 
a comparable situation. 

A year ago agriculture was threatened with food surpluses. Today, stocks 
of most products, except feed grains, are low. In Canada this applies to beef, 
pork, lamb, cheese, eggs, butter, and manufactured milk products. 

High employment at relatively high wage rates has increased demands of 
the domestic market and greatly reduced the amount of farm products avail- 
able for export. Temporarily, this has of course been satisfactory to agri- 
culture, but the loss of stable export outlets could be a serious matter in 
the future, since external trade has been so important in the development 
and progress of the agricultural industry in Canada. 

In the early months of 1950, some felt that our economy had begun a 
recession which, unless arrested, would develop into an economic depression. 
Any such trend there may have been certainly was arrested and reversed by 
the inauguration of the defense program following the outbreak of war in 
Korea in mid-year. 

Defense operations and general high industrial activity are causing a severe 
labour shortage on the farms—there is a widespread feeling among farmers 
that it is the worst we have ever experienced in Canada. With industry con- 
tinuing to expand at attractive wage rates, toge..er with recruiting of men 
for the services, agriculture is almost‘ certain to suffer a still further decline 
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in manpower. And should the defense poy be transformed suddenly into 
a war program—a possibility upon which our defense program was predicated 
_the shortage of farm manpower could be critical from the standpoint of 
wartime food supply. 

While the industrial requirements of the defense program have not to date 
handicapped agriculture appreciably by causing a shortage of essential ma- 
terials and equipment, retail dealers in farm supplies and equipment claim 
that shortages which will hamper agriculture do exist now. For example, the 
retail outlet in Ottawa of one of the largest farm machinery companies in 
Canada says he ordered 12 hay balers this spring and received only three. 
He further explained that certain companies have dropped some farm machines 
from their list for production while the defense program lasts. He says he 
expected not less than a dozen grain binders and had to fight to get even two. 
The information he receives is that no more grain binders may be expected. More 
than that, even though harvest hasn’t yet started in the Ottawa Valley, not one 

ain combine is available now. He believes that for the balance of the year we 
will be faced with a serious shortage of farm implements all along the line and 
that the situation is likely to be worse before it is better. The scarcity, of 
course, is appearing in articles and machines requiring steel, much of which 
is imported from United States. It rust not be overlooked that our agriculture 
today is more highly mechanized than ever before, and declining manpower 
makes adequate provision of labour-saving machinery, and especially of 
replacement parts and repairs, a necessity for optimum production. 

With demands of high employment and expanding industry likely to keep 
prices of industrial materials up and perhaps continuing to increase somewhat, 
the balance between the returns of farm and nonfarm groups can be expected 
to become progressively less favourable to agriculture. A large carry-over of 
feed grains, and prospects for a good crop of cereals across Canada, may this 
fall start a decline in prices of staple farm commodities. If this is correct, the 
defense program will be largely responsible for increasing and holding costs 
of goods and services which farmers buy at a high level while farm prices 
decline. This will not be a good thing for the Canadian economy as a wails 

Accordingly, I would say that, from the standpoint of agriculture particularly, 
the defense program has had on our economy an impact that is quite substantial, 
and that may in the next year or two become even greater. 


se 
ing 
be 
ny; 
kes 
be 
to 
Der 
en 
an 
the 
nt- 
ng 
his 
ng 
er- 
Ne 
nd 
aks 
ef, 
of 
‘il. 
in 
ont 
a 
mn. 
by 
in 
re 
n- 
en 
ne 


THE AGRICULTURAL ECONOMIES OF CANADA ANp 
THE UNITED STATES—PRESENT POSITION AND 
PROBABLE FUTURE TRENDS 


Chairman: O. B. Jesness, University of Minnesota 


THE CANADIAN AGRICULTURAL ECONOMY 


W. M. DrumMonp 
Ontario Agricultural College 


HIS paper may properly begin with a word of explanation regarding 

the general mode of treatment to be followed. It is obvious that 
any subject as comprehensive as the agricultural economy of Canada can 
be dealt with in various ways. The discussion might take the form of an 
historical account of the industry's development. Or one might attempt 
a detailed description of the structural pattern as it exists at present. Still 
another procedure might aim at a straight comparison of Canada’s agri- 
culture with that of some other country or countries. Consideration of 
these and other possible approaches suggested that no one of them was 
likely to achieve the particular aims which the program committee had in 
mind. In view of this and in the hope of securing sometlting approaching 
an optimum use of the limited resources of time and space available, it has 
seemed desirable to examine the agricultural economy of Canada from 
three main standpoints or with three central ideas in mind. In what fol- 
lows, therefore, the primary aim will be to focus attention on the major 
characteristics or distinctive features of the agricultural economy, on its 
more important current and prospective problems and on the nature and 
effects of Canadian-American relationships. Major emphasis will be given 
to the first of these. 


General Characteristics of Agriculture 


In June 1941, when the last Dominion-wide census was taken, Canada 
had 732,832 farms with a combined area of 173,563,282 acres. Slightly over 
half of this acreage was in an improved condition and almost 57 million 
acres of the improved land were in field crops. Despite the recent de- 
parture of large numbers to work in war industries or to enter the Armed 
Forces, 27.5 percent of the Canadian people were still living on these 
farms. By 1946, when the last census of the Prairie Provinces was taken, 
the number of farms had dropped to 706,000 and the area in farms to 171 
million acres. While a slackening in the rate of growth had been getting 
more pronounced, this was the first time that an actual decline had oc- 
curred between two succeeding census-taking periods. It is generally 
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anticipated that the 1951 Census will show a further significant reduction 
in the number of farms, a corresponding rise in the acreage per farm, and 
a definite drop in the percentage of the population engaged in farming. 
Indeed, recent estimates place the present agricultural working force 
well below a quarter of the population." 

These facts appear to indicate that the so-called era of agricultural ex- 
pansion has virtually come to an end. This may seem rather surprising to 
those many people in many countries, including our own, who have 
tended to think of Canada as a country with almost unlimited land settle- 
ment possibilities. While the present occupied farming acreage makes up 
only 13 percent of the total land area of the country, all but a minor part 
of the remainder is nonagricultural in character. Most authorities now 
agree that the areas suitable for further settlement are distinctly limited. 
It should also be noted that close to half of the occupied farming area is 
still in an unimproved condition and that factors such as varying fertility, 
broken topography, scattered nature, forest cover, and inaccessibility are 
likely to make any further improvement very expensive and uncertain.’ 

The relative maturity of settlement just indicated has definite signi- 
ficance for the future of agriculture. For one thing, it means that any 
future expansion of production will necessarily be the result of more 
intensive rather than more extensive land use. In the second place, to the 
extent that settlement has been completed, agriculture can no longer be 
thought of as a major outlet for immigrants. Until very recent years, when- 
ever Canadian immigration was mentioned, it was agricultural immigra- 
tion, and nothing else, that people had in mind. While many continue to 
think in these terms, there is growing awareness of the fact that most im- 
migrants must henceforth seek other than agricultural employment. Those 
who settle on farms must, generally speaking, replace others who are 
either owner-operators or simply members of the farm labour force. In this 
connection, the fact that the country’s total population has increased 
by approximately 2.5 million in the last decade while the farm population 
has remained stationary, or possibly even declined, is not without signi- 
fiance.’ There seems little doubt that Canada’s future population expan- 
sion will be primarily a phase of urban development.‘ Finally, if maturing 


*See the article by J. F. Booth in the Economic Analyst, April 1951, Department 
of Agriculture, Ottawa. 

*For an authoritative and detailed analysis of the agricultural settlement possi- 
bilities see W. A. Mackintosh, Prairie Settlement: The Geographical Setting, Vol. 1 
of the Canadian Frontiers of Settlement Series, MacMillan, Toronto, 1934. 

*The most recent population statistics may be found in the Canadian Statistical 
Review, April 1951, p. 7. For information concerning the distribution of population 
between farm and nonfarm consult any recent issue of the Canada Year Book. 

‘For a good discussion of agriculture as related to immigration see the article 
entitled “Canada as a Country of Immigration” by C. A. Dawson in the 1937 Pro- 
ceedings of the Canadian Agricultural Economics Society. 
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settlement prevents production expansion, the relative importance of agri. 
culture in the economy may be lessened. While the effect would probably 
be gradual it would be nonetheless distinct. 

In respect to the structural pattern of agriculture, the most significant 

feature is the pronounced specialization in wheat production. In 1950 no 
less than 44 percent of all the field crop acreage in Canada and nearly 
64 percent of that in the Prairie Provinces was devoted to wheat. More. 
over, almost 96 percent of the total wheat acreage was located in the three 
Prairie Provinces. It may also be noted that in the same year the cash in. 
come from wheat sales amounted to $388 million or about 17% percent of 
the income from the sale of all farm products. In certain earlier years 
when the relation between cereal and animal product prices was very dif. 
ferent from that of the present, the income from wheat made up 80 per- 
cent or more of the total.® If one were to consider the income of the 
Prairie farmers only the percentage would, of course, be very much 
higher.® 

The economic significance of this degree of specialization can scarcely 
be overemphasized. From the standpoint of production it has permitted 
large scale mechanization, development of fewer but larger farm units, 
and high productivity per worker. The farms of the Prairie Provinces, 
while only 38 percent of all farms in Canada, include 70 percent of the 
total farm acreage of the country and are equipped with 60 percent, by 
value, of all the implements and machinery. Moreover, the 1941 Census 
showed that they included 87 percent of the 195,000 farms, containing 
more than 300 acres, but were manned by only 36 percent of all males and 
females 14 years of age and over, or by one such person for every 150 
acres of occupied land.” The 1951 Census will undoubtedly show a con- 
siderable further increase in the average size of farm and a decrease in the 
number of workers per unit of area. But while the larger farms and wide- 
spread mechanization have made for definite expansion in the output per 
worker and for efficient production in general, the chief determining factor 
of unit cost is still the yield per acre. 

If specialization in wheat has meant efficient production, it is even more 
certain that it has resulted in efficient marketing. Indeed, it is difficult to 
see how any real marketing efficiency could have existed in the absence 
of specialized production. The use of modern grain marketing methods 


*The most convenient and up-to-date source of statistical data such as that here 
included is the Canadian Statistical Review published monthly by the Dominion 
Bureau of Statistics, Ottawa, Canada. 

*An excellent summary table showing the cash income in the Prairie Provinces, 
by products and for several years may be found in an article entitled “Economic 
Effects of the War on the Prairie Economy” by Vernon Fowke in The Canadian 
Journal of Economics and Political Science, August 1945, p. 378. 

"Census of Canada 1941, Vol. 8, Table 28, p. 20. 
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and facilities would never have been warranted had not a volume busi- 
ness been assured. Apart from providing the volume which has made 
modern grain-marketing technology and its resulting economies possible, 

ecialization has made it both necessary and possible for farmers to co- 
operate effectively. This, in turn, has tended to assure that the marketing 
methods employed were the most efficient possible. The net result has 
been the development of a structure which performs the marketing func- 
tions at remarkably low cost.® 

While large-scale production has undoubtedly helped to achieve a low 
unit most of marketing, it has greatly intensified the problem of finding a 
market. Since it is obviously impossible for a few million people to con- 
sume several hundred million bushels of wheat, Canada has normally been 
faced with the task of securing foreign markets for around two thirds of 
her wheat output. This has resulted in serious price and income depres- 
sing effects in years when an abnormally large world supply resulted in 
a low price. (Changes in world demand are limited and very gradual.) 

Iregularity of world supply is not, however, the only cause of wide 
fluctuations in the wheat grower’s income. Variations in both yield and 
quality within Canada have been equally if not even more responsible. 
The coefficients of variation calculated for the average provincial yields of 
wheat from 1905 to 1930 were: Manitoba, 22 percent; Saskatchewan, 27 
percent; Alberta, 34 percent.® The variation from one crop-reporting dis- 
trict to another and from farm to farm was, of course, much greater than 
this. And, as is generally known, the variation between the 1930’s and 
1940’s was greater still, being the variation between a zero and a bumper 
yield in many cases. As for the grade of wheat the coefficient of variation 
over the period 1900-1930 for the three provinces considered together was 
9 percent.’° Generally speaking, districts which had the greatest variation 
in yield had the smallest variation in grade. 

The combined effect of these variations in price, yield, and grade has 
been pronounced fluctuations in gross farm income. The fluctuations in net 
income have been even more drastic, inasmuch as the cost structure 
contains a large fixed element. This is highly significant, since it is net 
rather than gross income which determines the farmer’s solvency. 

A situation somewhat parallel to the one just indicated in respect to 


*A good brief description of Canadian grain-marketing including cost data on 
an itemized basis may be found in “Grain-Marketing Methods in Canada,” C.S.T.A. 
Review issue, June 1935. A more extended account is The Canadian Grain Trade 
by D. A. MacGibbon, MacMillan, 1932. From the cost data included it is obvious 
that transportation cost makes up all but a small part of the total. 

*An excellent discussion of income fluctuation and its causes entitled “The 
Economic Problem of Western Canada. An Approach to its Study” in Proceedings 
| rca Agricultural Economics Society, 1932, contains this and much additional 
ata, 
” Ibid. 
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western grain growers applies to Canadian agriculture generally. The 
difference is mainly one of degree. It is not merely that other farm groups 
such as the fruit, potato, or tobacco growers are equally specialized and 
subject to similar variations in price, yield, or grade. The main point is 
that Canadian agriculture as an industry is characterized by fluctuating 
income and fixed expenditures. While serious enough at all. times, this 
situation has been particularly marked during depression periods.” Dur. 
ing such periods, countries which normally import agricultural products 
from Canada tend to produce their own, even though costs may rise in 
some cases. The result is a restricted foreign demand for Canadian prod- 
ucts. And since most of these, and wheat in particular, have a relative} 
inelastic demand, additional supplies cannot be disposed of in the do. 
mestic market without causing drastic price declines. On the other hand, 
farmers’ costs tend to be kept rigid. Factors contributing to the rigidity 
include the large element of fixed costs connected with the processing, 
selling, and distributing of manufactured goods which farmers buy; the 
ability and inclination to increase tariff protection in order to maintain 
the prices of such goods; the geographic, racial, and language barriers to 
the free movement of labour; the inability to reduce the high overhead 
costs of maintaining governmental and social institutions in a large thinly. 
populated country; and the fact that goods have to be transported great 
distances at rates that are necessarily rigid. 

What has just been said refers primarily to the general economic posi- 
tion of agriculture in times of economic adversity. There is, however, an- 
other sense in which the industry may be said to be particularly un- 
sheltered even in the best of good times. For many years from a quarter 
to a half of the total Canadian farm production has had to be exported. 
In addition to around 70 percent of the wheat, exports have included sig- 
nificant percentages of livestock and livestock products and such things 
as apples, potatoes, tobacco, grass and clover seeds, and maple products. 
Indeed, almost all products have been on an export basis to some degree 
at certain seasons at least. 

The main economic significance of this large scale dependence on 
exporting is that it has necessitated accepting prices in line with those 
available in the world outside.’? This is really equivalent to saying that it 
is financially impossible to provide any significant degree of artificial price 
support. Even though agriculture’s relative importance has been de- 
creasing recently, it still represents a very large part of the country’s eco- 


"See The Canadian Economy and Its. Problems, edited by H. A. Innis and 
A. F. W. Plumptre and published - Canadian Institute of International Affairs 
1934, especially Part 1, Chap. 6, by K. W. Taylor. 


For a somewhat more extended discussion of this aspect of the subject see the 
article by the present writer in this Journal, Vol. XXXI, No. 4, Nov., 1949. 
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nomic life. To provide it with a significant price supplement would require 
a far larger contribution than the nonagricultural sections of the economy 
would be able or willing to give. Moreover, so far as the great bulk of 
Canadian production is concerned, the protective tariff cannot be used as 
a price-raising medium for the very good reason that importation is not a 
normal occurrence. This is merely a way of saying that no dual-price plan 
is applicable to Canada. In the third place, the necessity of finding large 
export markets means that Canadian costs and prices must be kept as low 
as possible in order to meet international price competition. It also means 
that Canadians must look in the direction of demand expansion rather 
than supply contraction for any hope of price improvement. 

In line with what has just been said, it should be noted that dependence 
on exporting together with its implications for pricing policy appears to 
have been getting somewhat less pronounced recently. During the past 
few years Canada has experienced exceptional prosperity, with the result 
that natural birth-rates, immigration, and food consumption per capita 
have all increased markedly. The net effect has been an unusual increase 
in the absorptive capacity of the Canadian market for farm products. It 
should be noted, however, that, since per capita consumption is already 
fairly high, future expansion of the domestic market must depend pri- 
marily on population growth. 

Expansion of the domestic market, however, does not necessarily reflect 
a corresponding contraction in the need for foreign markets. That need 
will contract only to the extent that agricultural production expands more 
slowly than domestic demand. Whether it actually has contracted, and if 
so, by how much, is not easily determined. The recent marked contraction 
in the exports of certain products such as bacon, cheese, and eggs has 
been accompanied by, and to a large extent compensated for, pronounced 
expansion in exports of beef and dairy cattle. During the past three years 
these have been far greater than at any time since confederation.’* More- 
over, exports of several minor products amounting to considerable in the 
aggregate have been expanding in recent years. 

Consideration of such facts makes it obvious that Canada’s dependence 
on foreign agricultural markets is still pronounced. While it may well be, 
as many believe, that certain products such as those of the dairy industry 
may shortly cease to be exported, this is likely to happen only because 
agricultural resources have been shifted to other farm enterprises. It does 
not necessarily mean that agriculture as a whole is becoming less de- 
pendent on export markets. 

Apart from any trends in export market requirements, there is the im- 
portant fact that nonagricultural activities are forming a steadily larger 


* Livestock Market Review, 1950, p. 6. 
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part of the total economy and accounting for more of the national income. 
To the extent that this is true, the possibility of financing an agricultural 
price support program will obviously be greater. 

Of the many other characteristics of Canada’s agricultural economy 
which might be mentioned there is one which, because of its distinctive. 
ness and economic importance, should probably receive special emphasis, 
We refer to the impact on farm production and living costs of the Na- 
tional Policy instituted in 1878. That policy aimed at encouraging second. 
ary industries by providing tariff protection. While it has undoubtedly 
resulted in a more balanced economy, the limited size of the domestic 
market has prevented many manufacturers from obtaining anything like 
the full cost-reducing benefits which are possible in some other countries, 
like the United States, where market outlets are much larger. The concrete 
effect of this may be illustrated by noting the difference between Canadian 
and United States prices of a few articles which are currently widely 
used by farmers and which involve considerable outlay. In 1949 the 
Ontario farmer paid $215 more for his Chevrolet car, $190 more for a Ik- 
ton Chevrolet truck, about $140 more for a refrigerator and around $100 
more for an electric.stove."* For farmers living in western Canada or the 
Maritime Provinces the differential was very much greater. While there is 
no intention of suggesting that all Canadian manufactured goods prices 
are higher or higher by the degree just indicated, the evidence clearly 
shows that high buying prices constitute a major obstacle to efficient pro- 
duction and improved living standards on Canadian farms. While the 
Canadian farmer's land and labour costs. may be lower on the average 
than those of his American counterpart, there can be little doubt that 
his capital equipment costs are very considerably greater. Apart from the 
fact that manufacturing costs and therefore factory prices are higher, 
there is the very important circumstance that all but a minor part of the 
manufacturing takes place in the two central provinces of Ontario and 
Quebec. This extreme regionalization means that a very large proportion 
of Canada’s farmers must pay heavy transportation charges in addition to 
the price of the goods proper. Indeed, in view of the much wider dis- 
semination of manufacturing plants in the United States than in Canada, 
it would not be surprising if most Canadian farmers paid higher delivered 
prices than Americans even for those goods which Canada is now able to 
make and sell at competitive factory prices. 

Were space available, much: more could be said relative to factors 
affecting productive efficiency. There can be no doubt, for example, that 
the particular climatic conditions which prevail in Canada exercise a pro- 
nounced influence on production costs. The mere fact that Canada is 


“The American prices were obtained from Agricultural Statistics 1950, U.S.D.A. 
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farther north than the United States means that it is subject to shorter 
growing seasons and greater extremes of temperature. Longer and colder 
winters spell larger maintenance rations, longer and more expensive feed- 
ing and stabling seasons for livestock. It is for such reasons that milk pro- 
duction costs are higher in northern than in southern Ontario or that 
farmers who raise winter litters of pigs must ordinarily incur extra costs 
either in the form of artificial heating equipment or high mortality rates. 

In respect to production costs there are one or two quite recent develop- 
ments which seem rather significant. Whereas the major cash outlays made 
up less than half the total farm costs before 1939, they now account for 
well over 60 percent of the total. This is simply a way of saying that the 
opportunity of reducing total cost per unit through operating at full 
capacity is considerably less now than formerly. While one might think 
that the recent increased mechanization would have increased the capital 
investment and hence the percentage of total cost represented by over- 
head, this has been offset considerably for farmers as a class by the large 
scale reduction in mortgage indebtedness. On the other hand, operating 
cash costs have gone up because of the cost of operating and maintaining 
the new types of machinery; because of the increased use of fertilizers and 
of spray materials for controlling weeds, insects, and other pests; and be- 
cause of the tendency to use more purchased feed as distinct from home- 
grown. With operating costs comprising a larger part of the total, farmers 
may be somewhat more hesitant about maintaining or expanding pro- 
duction in the event of a price decline. 

One might also refer to the very decided improvement in the farm 
production plant in recent years. The net result of the repairs and addi- 
tions to buildings, the replacement and modernizing of mechanical equip- 
ment, the rebuilding of fences, and the increased use of artificial fertilizers 
is that the potentialities of Canada’s farms as producing units have been 
greatly expanded. Other recent developments should work in the same 
direction. For example, the fact that beef production has become increas- 
ingly more profitable than dairying in the last couple of years has resulted 
in many of the lower producing cows in dairy herds being sold for beef. 
In the same way the gradual elimination of the British market for Ca- 
nadian eggs has caused a speeding up in the disposal of hens with low 
egg producing records and the selection of better laying strains. The gen- 
eral effect of this herd and flock culling is that farmers are now left with 
stock capable of producing more milk or eggs for a given input of feed 
and labour. 

From the structural standpoint one should perhaps note that while 
livestock, dairy, and poultry enterprises are found to some extent in most 
settled parts of Canada, the cows or pigs or hens are very thinly scattered 
in many districts. A major effect of-this is inability to secure large volume 
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of product per unit of area, with the result that many processing and other 
marketing costs tend to be abnormally high. Although parts of Ontario 
and Quebec form the main cheese-producing area, and Ontario and 
Alberta produce more hogs than other provinces, Canada has nothing 
equivalent to the American Corn-Hog Belt. Indeed, recent years have wit. 
nessed a steadily increasing tendency for hogs and hog feed to be pro- 
duced in widely separated areas. 

One final characteristic which deserves special mention is the wide 
variation in philosophic attitudes toward agriculture. The industry has re- 
cently become increasingly commercialized in all parts of the country; 
however, the difference in degree between western Canada and southem 
Ontario on the one hand and the rest of Canada on the other is ve 
marked indeed. In the latter area farming tends to be thought of as an 
end in itself, a satisfying mode of human existence. In the former, there 
is much more of a tendency to think of it as a way of making a living than 
as a way of living. 

Some Major Problems 


This matter of philosophic attitudes is not unrelated to something 
which, in the opinion of many, is the most serious problem in the realm of 
Canadian agriculture. We are referring to the 1941 Census disclosure that 
one third of the farms were so unproductive that they contributed less 
than one tenth of the total commercial farm output in 1940.** These are 
the so-called subsistence farms, i.e., those on which more than half of the 
gross product is consumed by the farm family. Such farms exist in all 
provinces, but the percentage, amounting to almost half of the full-time 
farms, is much higher in Quebec and the Maritime Provinces than else- 
where. In these provinces only a quarter of the total farm sales is con- 
tributed by the subsistence half of the farms.’* What is also significant, 
however, is the fact that, on the average, farms in these provinces which 
are ranked above the subsistence level are not nearly as productive as 
corresponding farms in other parts of the country. It is true that low 
productivity, whether on subsistence or super-subsistence farms, is un- 
doubtedly due to many causes, including inferior land, insufficient capital, 
poor managerial ability, ignorance, inertia, adverse weather or plain bad 
luck; but in addition it would seem that an important explanation in many 
cases is the presence of an idealistic rather than a materialistic philosophy. 
In the last analysis, the assumption that low productivity presents 4 
serious problem is based on a fairly complete acceptance of modem 
materialism. 


* Eighth Census of Canada, 1941, Vol. VIII. 

® An article entitled “Do Canadian Farmers Produce a Fair Share of the National 
Income?” by G. L. Burton in The Agricultural Institute Review, Vol. 8, No. 8, May 
1948, deals with this general problem in considerable detail . 
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In spite of the relation between productive efficiency and philosophic 
belief which has just been suggested, it cannot be doubted that a major 
obstacle to greater efficiency in Canadian farming is insufficient capital. In 
fact, many regard the problem of providing sufficient capital as the really 
crucial production problem. One authority has suggested that not more 
than 12 percent of Canada’s farmers have enough capital to permit them 
to obtain a minimum standard of living.’’ The problem has many aspects. 
In part it is a matter of securing further adjustments in farm credit facili- 
ties. Closely integrated with it is the need for more and better financial 
arrangements between farmers and their families and improvements in 
tenancy systems. Greater efficiency in spending funds and using capital 
goods is also needed. 

Lack of space makes it impossible to do more than mention a few of the 
many remaining problems. Most of them are anything but peculiar to 
Canada. There is the problem of adjusting to the socio-economic results 
of the continued drive for productive efficiency. In some areas the growth 
of farms and sparseness of population are making it extremely difficult 
to maintain rural institutions. There is the farm labour problem with its 
many facets, which is becoming increasingly acute. There is the problem 
of eliminating duplication and generally reducing transportation costs in 
a country where distances are great and where transportation cost neces- 
sarily forms a large part of both production and marketing costs. There 
is the immediate problem resulting from the increasingly unfavourable 
price-cost relationship which has accompanied the growing scarcity of raw 
materials, rising urban wage rates, and increased taxes. There is the ex- 
tremely important but complicated problem of choosing the kind and 
degree of price support. This problem is basically one of reconciling the 
financial needs of the farmer with the limited capacity of the taxpayer 
and the needs of the more exposed and specialized farming areas with 
those of the relatively more secure and generalized sections. It also in- 
volves reconciling the very concept of support with the continued large 
scale dependence on export markets. A further and potentially serious 
problem is that of selling farm products in the United States market during 
periods when the market price is below the parity level. This, in short, is 
nothing less than the problem of reconciling Canada’s agricultural market- 
ing policy with the United States farm price policy. Perhaps more im- 
portant than any of the foregoing is the problem, or rather series of prob- 
lems, involved in any attempt to reduce wheat production in line with a 
long-run demand that shows signs of contracting. In this case the number 
of variables and degree of uncertainty seem almost unlimited. To begin 
with, there is the question of how far self-sufficiency in respect to wheat is 


"See article “Revolution in Agriculture,” by D. L. MacFarlane in The Country 
Guide, Winnipeg, Nov. 1948. 
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likely to go, how far and how fast the idea of an internationally expanded 
economy will be carried forward, and whether and when the prewar 
brand of multilateral trading will be restored. In the second place, the 
implications of a large scale shift from wheat-growing to other farm enter. 
prises must be considered. Any such shift would greatly increase supplies 
of other products and necessitate the finding of additional markets, There 
is also the practical matter of effecting the shift. Wheat prices would prob. 
ably have to get very low or other farm prices very high before many 
wheat-minded farmers could be induced to make the change. Moreover, 
it must not be forgotten that for large sections of western Canada it is 
not physically possible to shift. In such areas it is a case of wheat or noth. 
ing. Finally, any serious wheat reduction would mean that the elevator 
and other marketing facilities would be less fully used with consequent 
higher per unit marketing costs. 


Canadian-American Relationships 


Of the many important agricultural economic relationships between 
Canada and the United States, only one or two can be even briefly men- 
tioned here. It may well be that some of those which are of a purely 
personal and educational nature are, after all, among the most significant. 
It is obviously impossible, for example, to measure the influence exerted 
by the interchange of views and experience at gatherings such as this. In 
the same way, the fact that the United States has been used as a graduate 
training ground by the great majority of Canadian agricultural scientists 
is undoubtedly far more significant than is commonly realized. The 
marked tendency of Canadians to look to the economically more mature 
United States for solutions to problems, research results and techniques, 
and general agricultural methodolgy cannot but have left its effect. Many 
things, such as the Canadian homestead system and cooperative legisla- 
tion, were directly patterned on American precedents. The earliest farmer 
organizations in Canada were extensions of the United States Grange 
and Patrons of Industry. And in recent years there can be no doubt that 
the American parity concept has influenced Canada’s agricultural price 
support policy. 

It is, however, the trading relationships between the two countries 
which have elicited the greatest and most continuing interest and pro 
duced the most direct and widespread economic results. Periodically, for 
_ more than a century, mutual efforts have been made with varying de 
_ grees of success to bring about freer trade, and many Canadians have 
never ceased to think of the United States as a natural market for Ca- 
nadian farm produce. At the same time, it has been generally recognized 
that the agricultural economies of the two countries tended to compete 
with rather than to complement each other. Both countries have ordinarily 
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heen on an export basis in respect to several of the important products like 
wheat, bacon, tobacco, and certain fruits. So long as this situation con- 
tinues, trade between the two countries will be at a minimum so far as. 
these goods are concerned. If trading does occur it will probably be for 
one of three reasons. It may happen where a commodity is produced only 
in certain sections of the country and is wanted for consumption in other 
sections. In such cases it is often cheaper to bring it from adjacent sections 
of the neighbouring country than to pay for long transportation hauls from 
one section of a country to another. Again, it may happen where the 
product is relatively perishable, is consumed regularly, but is produced 
at different seasons in the two countries. This is the case with certain 
fruits and vegetables. Finally, it may occur where a product of one coun- 
try is sufficiently different from that of the other. A case in point is that of 
Canadian wheat used for mixing purposes across the border. Interna- 
tional trade which takes place for these reasons would seem to be follow- 
ing natural channels and should surely be encouraged wherever possible 
by the removal of trading obstacles. 

In connection with trading, it is a matter of significance that Canada’s 
producing and consuming population is much smaller than that of her 
neighbour. Because the scale of production and size of market are so dif- 
ferent in the two countries, equal tariff concessions between them are sure 
to produce very unequal effects. Since Canada’s cattle and human popula- 
tions are only about one tenth and one eleventh respectively of those of 
the United States, it can easily be seen that the transference of, say, 200,000 
cattle from Canada to the States would cause the price to rise much more 
in the Canadian market than it would fall in the American market. While 
this number of cattle would satisfy a very considerable part of the total 
Canadian demand, it is a very small fraction of the annual killings in the 
United States. If, on the other hand, we assume these cattle to be moving 
in the opposite direction, it can be seen that their transference would de- 
press the Canadian price far more than it would raise the price in the 
States. The significance of all this for trade bargaining becomes clear. 
What it really means is that the United States can afford to offer far larger 
concessions than Canada on products that are liable to move in either 
direction. It also means that the United States can allow fairly free entry 
toany commodity, such as beef cattle or potatoes, which ordinarily moves 
only in the southern direction, without suffering any serious price depres- 
sing effects. This is especially true if the products are ones whose con- 
sumption varies fairly directly with the size of the population or if, for any 
reason, they are subject to an inelastic demand. 

Specially significant at present is the major shift in the direction of 
Canada’s agricultural exports which has recently occurred. In the past 
three years, bacon, cheese, and egg shipments to the United Kingdom have 
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dropped markedly, while cattle and dressed beef exports to the United 
States have shown a pronounced rise. As a result of the extremely high 
beef prices in the States, Canadian farmers have tended to stress produc. 
tion and sale of cattle for beef and to reduce production of hogs, poultry 
products, and milk. They have really chosen to export their livestock and 
livestock product surpluses to the United States in the form of cattle 
rather than to the United Kingdom in the form of bacon, cheese, and 
eggs. A very important question from the standpoint of future policy is 
whether they will be able to continue to do this. More concretely, what 
many Canadians would like to know is whether the recent large popul- 
tion increase and consequent expanded food requirements have so in- 
creased the United States’ demand for beef cattle that really significant 
imports will be continuously required from now on. Along the same 
line, they would like to know whether the rapidly expanding population 
and growing economic maturity of the States are likely to result in that 
country’s being on an import basis in respect to farm products which 
it has normally exported in competition with Canada. From Canada’s 
standpoint, the great trouble heretofore has been twofold. In the first 
place, very few of the products which could be imported by the States 
were major items in Canada’s production. In the second place, the few 
which were imported could seldom be taken in any quantity or continv- 
ously. An added difficulty has been the existence of considerable uncer- 
tainty regarding possible changes in tariffs, quotas, and import policy in 
general. 

It may be that something more can be done to increase the comple- 
mentary character of Canadian-American agricultural trade. Whatever 
success has been achieved in this direction to date has resulted mainly 
from using the horse-trading type of technique. Each such trade has 
represented a quid pro quo arrangement between a Canadian and Ameri- 
can group who stood to gain directly. While such deals are important 
and the possibilities of increasing their number may be considerable, they 
are only part of the problem. After all, the main benefit which Canadian 
and American farmers can hope to gain from mutual international trade 
must come indirectly from concessions made not only on farm products 
but even more on goods of a nonagricultural character. This is so for the 
simple reason that nonfarm goods are the ones that have been and are 
most likely to be most traded in. Whether these indirect benefits can best 
be obtained through continued reliance on the trade agreement approach, 
or whether the time has arrived when continental integration can and 
should receive more than academic consideration, may be a debatable 
issue.*® 


* A suggestive but preliminary article dealing with this matter was written by 
the late D. A. Skelton and appeared in this Journal, Feb. 1942. 
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A MID-CENTURY LOOK AT AGRICULTURE IN THE 
UNITED STATES* 


SHERMAN E. JOHNSON 
Bureau of Agricultural Economics 


A Look Backward 


N REVIEWING agricultural develpments over the last half century, 

one is impressed with the almost overwhelming influence of war and 
the aftermath of war, not only on agriculture but on the entire economy 
of the United States. It may be helpful, therefore, to divide the years 
beginning with 1900 into the following periods from the standpoint of 
external impacts on agriculture: 


1900-1914—Relative stability and rising prices. 

1915-1920—Wartime prosperity and price inflation. 

1921-1929—Sharp depression followed by gradual recovery. 

1930-1939—Deep depression followed by some recovery. 

1940-1950—Wartime prosperity merging into the postwar transition and 
the Korean crisis. 


By dividing the 51 years into these periods we get the impression that, 
except for the years 1900-14, world events associated with wars have over- 
shadowed everything else—well, almost everything. Certainly the light- 
ning change following the Korean outbreak is a vivid illustration of the 
impact of world events on commercial farming. Before Korea we were 
struggling with problems of transition from postwar food emergencies to 
production for peacetime markets. We were then worried about the threat 
of surpluses of wheat, cotton, and feed grains. Now many are worried 
about potential shortages. Agriculture has experienced a succession of 
such emergencies since the beginning of World War I, until we have 
almost begun to look upon recurring crises as the normal order of events. 

Agricultural economics got its start in the years before World War I, 
and much of the economic theory upon which it is founded was developed 
under conditions of relative stability. No wonder those of us who are old 
enough to do so look back with considerable nostalgia to the “good old 
days” before 1914. One agricultural economist characterized those years 
as the “golden age of American agriculture.” 

Then came wartime prosperity and the price inflation of World War I. 
From an economic standpoint, it was a pleasant experience for most 
farmers while it lasted. Farm prices more than doubled from 1915 to 


* This paper expresses the writer’s personal viewpoint on the problems considered. 
"E. G. Nourse, “The Foreign Situation as Conditioning American Agricultural 
Policy,” in Conference on Economic Poljcy for American Agriculture, 1931. 
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1919. Land values soared, and so did farm indebtedness. Prosperj 
seemed to be here to stay, and land did not seem overpriced at 70 percent 
above prewar values. Higher debts could easily be carried as long as war. 
time prices prevailed. But deflation started in the fall of 1920 without 
previous warning to farmers. The resulting bank failures in rural areas, 
farm foreclosures, and other evidences of distress are an old story to most 
of you. The slow but gradual adjustment in the 1920's was painful, but 
there were tangible evidences of recovery when the second wave of de- 
pression struck. 


Taste I. Inpex or Prices RECEIVED BY FARMERS AND OpeRATOR’s Net INcoME Per Fany, 
SELEcTED YEARS AND Pertops, 1910-50 


— Operator’s net income per farm 
Year or period eee 
1910-14= 100 Current dollars Real income? dollars 
Annual 
1900 68> — 
1910 103 589 595 
1920 212 1,051 461 
1930 125 688 478 
1940 100 713 589 
1945 206 2,147 1,325 
1950 256 2,173 883 
Averages 
1910-144 100 566 . 566 
1915-20 172 1,028 642 
1921-29 142 820 522 
1930-39 97 596 488 
1940-50 207 2,021 1,058 


. * Current dollar income divided by the index of prices paid for commodities used for family 
iving. 

>’ From U.S.D.A. Tech. Bul. 703, Table 77. 

© Not available. 

4 The years 1900-09 are omitted because no estimates of net income are available for those 
years. 


The depression of the 1930's was not only more severe than in the early 
1920's; it was accompanied by drought and crop failure in many areas, 
which accentuated its impact. The halting recovery in the late 1930's had 
made some progress by the time war struck again in Europe. The econ- 
omy of the United States then began to operate under the forced draft 
of defense orders. 

Rapid economic recovery resulted from the greatly increased wartime 
demands for agricultural products. Prosperity characterized most of the 
wartime transition. It has now been given another nudge by the Korean 
crisis and the resulting defense program. 

Table I indicates the sharp price changes and the wide differences in 
operator's net income per farm for the five periods previously listed. The 
effects of wars and their aftermath on the economic fortunes of farmers in 
the United States are obvious. But in one sense they can be overempha- 
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sized. Other forces also have been operating. Some of them are external to 
the agricultural industry, and others operate within the industry itself. To 
be sure, many of these forces have been influenced by war upsets, but they 
also seem to have independent propulsion. 

Table II indicates a doubling of the population of continental United 
States since 1900. If no other changes had taken place, that in itself 
would mean a doubling of the home market for farm products. But at the 
same time we have had a decided shift in population from the farms to the 
cities and towns, which has tended further to increase the size of the 


TaBLE 2.—TorTAL AND PopuLaTION IN THE UNITED StTaTEs, SELECTED 
YEARS AND Pertops 1900-50 


United States Farm Farm, 
Year or period population population % of total 
Thousands Thousands Percent 

Annual 
1900 75,995 31 ,500* 41.0* 
1910 91,972 32,077 34.9 
1920 105,711 31,614 29.9 
1930 122,775 30, 169 24.6 
1940 131,669 30 , 269 23.0 
1945 139 , 584 25,190 18.0 
1950 151,772 —> —> 

Averages 
1910-14 94,723 $2,197 34.0 
1915-20 108 ,055 $1,937 $1.0 
1921-29 114,617 30,832 26.9 
1930-39 126 ,460 31,084 24.6 
1940-—49° 138 , 655° 27 , 629° 19.9 


* Estimates based largely on total population and numbers of persons engaged in agricul- 
tural pursuits. 

» Not available. 

* 1940-49 average used because farm population estimates for 1950 are not yet available 


market. And then, of course, there have been important changes in per 
capita consumption of food and other farm products; also changes in the 
relative importance of different foods in the national diet. 

The ups and downs of the export market have been more-closely related 
to international forces generated by wars. But they are also affected by in- 
ternal developments. We have shifted since 1900 from dependence on the 
export market for nearly a fourth of our total farm output to less than 10 
percent in recent years. The recent percentage would be much smaller if 
it were not for military aid and other economic assistance programs to 
other countries (Table III). 

The wartime food needs of our allies, and especially the immediate 
postwar rehabilitation exports, resulted in rather serious maladjustments 
in our production pattern. For example, the need for wheat for food relief 
induced a 24.5 million acre expansion of wheat in our Great Plains Region 
from 1942 to 1949, an increase of 65 percent. This was a part of the cost 
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of the war and its aftermath, but it is a type of shift that may cause trouble 
in drought years, or when the time comes for transition from war and 
defense emergencies to peacetime conditions. 

Agricultural exports to Canada have shown a gradual increase over the 
years. And they have been fairly well balanced with imports of agricul. 
tural products. By and large, this trade is complementary. The exports 
consist largely of cotton, tobacco, fruits, and early vegetables, which are 
not readily produced in Canada. Feeder cattle, livestock products, and 
seeds loom large in the list of imports. 


III. Farm Output, Percent or Farm Output Exportep, anv Inpexgs oy 
AGRICULTURAL Exports, UNITED States, SELECTED YEARS AND Periops* 


| Approx. | Agricultural exports (1935-39 = 100)¢ 
Total | percent 
Year or farm of farm Cotton | Wheat | Tobacco 
period output | output Total and and | unmanu-| Fruit 
exported> linters flour | factured 
Annual | 
1900 72 24 — — | — 
1910 79 16 — 
1920 92 22 183 97 582 112 38 
1930 95 | 11 133 124 209 137 118 
1940 110 42 22 65 41 35 
1945 129 | 9 119 45 300 116 63 
1950 138 | 9 151 102 406 117 61 
Averages 
1915-20 86 19 179 101 392 108 36 
1921-29 92 15- 167 134 314 115 77 
1930-39 97 8 111 . 109 101 99 
1940-50 129 9 126 48 346 103 63 


* Data for years before 1910 based on estimates of farm output and agricultural exports 
from U.S.D.A. Tech. Bul. 703. 

> All agricultural exports valued at shipside as percentage of gross farm income. 

© Index numbers of agricultural exports for years beginning July 1 with 1924-29 as the 
base period converted to a 1935-39 base. Beginning in January 1947 exports under Army 
civilian supply; programs are included. 


Within the agricultural industry itself, there is plenty of evidence that 
an internal transformation took place during the first half of the twentieth 
century. All of the shift to mechanical power has come during that time; 
most of it within the last 30 years. The remaining frontiers have been 
settled. Irrigation farming has become an important segment of agri- 
culture in the Western States. For the last 30 years new land developments 
have been about offset by abandonment in some of the older areas; con- 
sequently, the total acreage of cropland has remained fairly stable; but not 
so the production per acre, especially in recent years. Improved produc: 
tion combinations have resulted in much higher production per acre and 
per breeding animal of food livestock. In, 1950, crop production per acre 
was 27 percent above 1935-39, and production per unit of breeding live- 
stock, 18 percent. 
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Total farm output has doubled since the turn of the century. A part of 
that increase came from expanding the area in cultivation during the 
first 20 years of the half century. Almost as large a portion was made 
possible by releasing land that formerly grew horse and mule feed for 
production of marketable commodities. But the most important factor in 
expanding the output was the higher production per acre and per animal. 
The combination of mechanical power and other improved methods of 
farming has enabled farmers greatly to increase output with a gradually 
decreasing labor supply on farms. 

Let us turn now to the effects of both external and internal changes on 
the economic fortunes of farmers. These effects are difficult to trace be- 
cause of the tidal waves of inflation and deflation. But Table I indicates 
that net incomes of operators on a per farm basis averaged $566 in the 
pre-World War I years, 1910-14, as compared with $1,028 in the war 
years, 1915-20. They reached a peak of $1,430 in 1919, but dropped back 
again to $554 in 1921 and averaged $820 per farm in the years 1921-29. 
The all-time low for the series beginning in 1910 was reached in 1932, 
with a net income per farm of $280, and an average of $596 for the years 
1930-39. Then we come to the World War II period, and we find the net 
incomes per farm averaged $2,021 for the years 1940-50, with a peak of 
$2,980 in 1947. The average for the World War I years was approximately 
double the prewar years 1910-14, and the average for World War II and 
the early transition years was 3% times the average level for the 1930's. 
Variations from one period to another are much less when adjustment is 
made for changes in prices paid for commodities used in family living, but 
the years 1940-50 stand out as the period with by far the highest real 
income per farm. 

The disruptive influence of wars and their aftermath of depression can 
be seen in Figure 1, where farm output per man-hour from 1910-50 is 
compared with average real income per man-hour. The two war periods 
and the two severe depressions of the interwar years distort the underly- 
ing relationship. But despite their blurring effects it appears that real 
income per man-hour has increased with the gradual rise in physical out- 
put per man-hour.? 

Many agricultural economists have been pessimistic about long-term 
benefits to farmers of technological developments because of inelastic 
demand for farm products. The familiar reasoning is that improvements 
usually (though not always) result in higher production of specific prod- 
ucts. Therefore, when the larger output comes on, the market prices will 
be reduced so much that farmers as a group lose nearly all or most of the 
net gains from cost reduction. But this assumes no change in demand. 


*Output per man-hour is of course an, average rather than a marginal relation- 
ship; and average real income per man-hour includes a return for farm-owned capital 
as well as for the labor input. 
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And certainly in the war periods of the last half century market demands 
have expanded tremendously.* Over a longer period increases in popula. 
tion also result in larger market outlets without reduction in price. On the 
other hand, if production increases occur in periods of depression such as 
the 1930's, they would naturally accentuate the price decline. Much of our 
thinking with respect to the effect of technological improvements op 
farmers was developed in the depression years of the interwar period. But 
under such conditions, production increases that result from improved 
practices are likely to have only a minor influence on farm prices com- 
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pared with the drop in consumer purchasing power. Figure 2 indicates 
that output per capita was lowest in the 1930’s (largely because of 
drought). But prices and income were also at their lowest levels then 
because of low purchasing power. 

Production-increasing improvements come slowly in periods of depres- 
sion and much more rapidly when the demand for farm products is in- 


*The war years indicate that if a greatly expanded demand is not balanced with 
higher production, income to farmers temporarily may go higher than it would 
with concurrent increases in production. But output would be increased eventually, 
= without technological improvements, by investment of more resources if 
arming. 
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creasing. Another factor to consider is that those who first adopt a cost- 
reducing improvement hold all of the gain until production increases are 
sufficient to affect market prices. And prices may not drop sufficiently to 
offset all of the decrease in costs on farms that have adopted the improved 
methods. But farmers who have been unable to take advantage of new 
techniques will suffer losses in net income if price falls because of produc- 
tion-increasing improvements. 

Most analyses of the effect of technological improvements on farm in- 
come neglect the modifying effect of institutional factors such as price 


Per Person in U. S. 


FARM OUTPUT and TOTAL CROPLAND 
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support programs. Unless price supports are combined with production 
restrictions, farmers may retain most of the benefits resulting from cost 
reduction.* There is need for a thorough analysis of the differential effects 
of cost-reducing improvements under price support programs. For ex- 
ample, what are the effects on wheat farms versus cotton farms, and on 


cotton farms differently situated with respect to cost-reducing opportuni- 
ties? 


“But production of the commodity supported might become so attractive that 
more labor and capital are invested in it. The price of land and other resources 
then would be bid up and the gain would be capitalized into a higher cost structure. 
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The most important factor with respect to farmers obtaining benefits 
from improvements is the possibility of achieving new production com. 
binations that actually result in a lower total cost for the larger output 
than formerly was incurred for a smaller output with the old practices, 
Achievement of such lower cost combinations sounds unattainable from 
a theoretical standpoint, but the historical record provides evidence that 
this has actually taken place in the commercial farming areas where tech. 
nical progress has been most rapid. In the interwar period from 1919-21 to 
1939-41 total physical production inputs actually decreased slightly for the 
country as a whole at the same time that total output increased by more 
than one fourth. The greatly expanded output during World War II did 
involve increases in total inputs, but not in proportion to output. Heavy 
purchases of machinery in the postwar years have added to total inputs 
and slowed down the decrease in inputs per unit of output. 

Reduction in total costs with improved methods comes about in three 
ways: (1) By reduction of the labor force, especially hired workers, made 
possible by adoption of labor-saving equipment and practices; (2) by con- 
solidation of farm units resulting in further release of farm workers and 
more effective use of equipment; and (3) by substituting more efficient 
equipment, for example, substitution of mechanical power for animal 
power and equipment especially adapted for use with mechanical power. 

Although the economic effects of technological changes have been 
beneficial to farmers generally, the benefits have been unevenly dis- 
tributed. Small farms in many areas of the country have been bypassed in 
the march of progress. The 1945 Census classified nearly one million 
farms, operated chiefly to provide a living for the farm family, that had 
gross values of farm products averaging $500 to $1,200 in the prosperous 
year of 1944. Hired labor groups in agriculture have benefited less than 
farm operators in the good commercial farming areas, despite the sharp 
increases in farm wage rates in recent years. 

The most significant question with respect to technological changes, 
therefore, appears to be whether the flow of benefits can reach all farm 
people; and not whether all or part of the gains are shifted to other groups. 
The evidence seems fairly clear that farmers as a total group have bene- 
fited in the past and will continue to do so in the future. We need to be 
concerned, however, with the question of how benefits can be more widely 
distributed among farm peoples; also with how some inevitably unfavore- 
ble effects can be alleviated. 

Summarizing our backward look over the last half century, the follow- 
ing seem to have been the most significant forces influencing agriculture: 


1. Wars and their aftermath of depression, ‘which were largely responsible 
for the wide fluctuations in the economic environment. Sometimes the 
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effects of external economic conditions completely overshadow adjustments 
that farmers could make on their own farms. 

9, Growth of the home market, largely through increases in population but 
also from changes in consumer purchasing power, eating habits, and the 
changing rural-urban balance. 

3, Development of government aids to agriculture. Price supports, soil 
conservation, and some credit programs had their origins in depression 
years; but government assistance in irrigation, drainage, and conservation 
of forest lands came in the early part of the century. These steps coincided 
with the rapid disappearance of free land. Although the beginnings of 
goverment aids to research and education go back to the 19th century, 
the results of research and invention which made the technological 
revolution possible had not begun to flow freely until after the turn of 

the century. 

4, The impact of the aan: Uy revolution on agriculture. Improvements, 
both within agriculture and in other sectors of the economy, have gener- 
ated significant changes in the agricultural industry. Those changes have 
transformed agricultural production and marketing as well as family 
living. Young people of today find it hard to visualize farm life without 
the tractor, the automobile and electric lights. As late as 1935, only 11 
percent of the farms received central station electric power, compared 
with 86 percent in 1951. 

5. The technological revolution has greatly increased the farmer’s dependence 
on the market, both for the sale of his products and for goods used in 
living and production. This change leaves him more vulnerable in years 
of poor crops or sagging markets. 


A Look at the Current Scene 


Most agricultural economists probably would agree that agricultural 
prosperity prevails in the summer of 1951. Tentative calculations from the 
July crop report indicate an all-time record farm output of 146 percent 
of 1935-39. Consumer incomes are high and export demands are continu- 
ing at high levels (encouraged, to be sure, by economic assistance and 
miiltary programs). The total demand for agricultural products is such 
that many people are wondering about potential shortages. During the 
past year the greatest pressure has centered on wool, cotton, and meat. 
The July 1 estimate of 29.5 million acres of cotton in cultivation indicates 
that unless growing conditions become extremely unfavorable the cotton 
supply situation will ease considerably. The wool situation is of course 
largely dependent on world supply and demand conditions that will not 
be relieved appreciably by the increases in domestic production now in 
prospect. 

Largely because of the current meat situation, one of the questions most 
frequently asked is whether farm output can rise to the level of present 


‘For the effects of technological changes on rural life, see writer’s article, “Tech- 
Pc Changes and the Future of Rural Life,” this Journal, Vol. XXXII, No. 2, 
May 1950. : 
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demands for farm products. My own view is that with an even break oy, 
the weather and with adequate supplies of fertilizer and other materials 
farmers will produce feed enough for more livestock and more of other 
farm products which the market demands in the present defense emer. 
gency. We must recognize, however, that farming is a biological industry 
and it takes time to increase output; also that sufficient labor, equipment 
and supplies must be available to do the job. 

The overnight change in 1950 from worries about surpluses to pros- 
pective shortages emphasizes the need for adequate reserves of storable 
commodities in the present international emergency. We need to develop 
a program of contingency reserves that may be available to relieve shot. 
ages that might develop from unfavorable growing conditions or other 
emergencies.° 

Although present signs seem to point toward continued prosperity, there 
are some warning clouds in the sky. The greatest threat to agriculture 
is inflation and its inevitable aftermath. All experience with inflation 
periods indicates that after a while the rising cost structure catches up 
with farmers. Then if any break occurs in farm prices, costs remain high 
and net farm income is sharply reduced. At the beginning of World War 
II, the events following World War I were much fresher in the farmers 
memory, and he was probably more aware of the possible unfavorable 
effects of inflation than he is today. Are agricultural economists providing 
the materials useful to farmers in thinking through the need for balancing 
the short-term gains against the probable long-terms losses from the infla- 
tion spiral? 

A part of the inflation threat originates on the farm. Land values have 
risen 14 percent in the past year and are still rising. They are 133 per. 
cent above the 1935-39 average and 36 percent above the level reached 
in March 1946, or shortly after the end of the war. Farm livestock and 
equipment also are valued at inflated prices. For example, farm value of 
‘all cattle was $67 per head in January 1945, $76 in 1946, and $160 in 1951. 
Farm debts are rising. Mortgage debt on January 1, 1951 was eight per 
cent above a year ago and 26 percent above the low point in 1946. Nor 
real estate debt has risen much more rapidly. On January 1 it was 119 per 
cent above the low point in 1945. 

Rising indebtedness is an indication that costs are catching up, espe 
cially for the young farmer who is getting started in farming. If he buys 
a farm, livestock, and equipment at average 1951 inventory values he wil 
have to invest approximately 150 percent more than in 1940, and 50 per- 


* These should be additional reserves—over and above the carry-over that woull 
suffice under conditions of greater stability. Although it seems desirable to seize eve) 
favorable opportunity to build up contingency reserves, a balance between resent 
4 current demands must be kept in mind. 
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cent more than in 1946, or shortly after the end of the war.’ That means, 
of course, that a large portion of the favorable net incomes of former years 
have become translated into a higher cost structure. We need much more 
analysis of who benefits and who loses, and under what conditions, from 
such marked changes in capital values. 

Perhaps the land boom and higher debt structure are clouds in the 
sky that bear watching. If the economy should falter in transition from the 
present defense build-up, farmers who have incurred heavy indebtedness 
and resulting fixed charges may be in serious difficulty. 


A Look Forward 


Let us now take a longer look ahead. Any reasonable attempt to con- 
sider agricultural prospects over a period of years involves certain assump- 
tions, with respect to population growth, labor force, industrial output, 
exports, etc. The most important assumption, however, is with respect to 
progress toward peace. The history of the last half century indicates how 
badly any projection can be upset by international emergencies of various 
kinds. Although the last 40 years are not reassuring on this point, the 
following conjectures concerning agricultural prospects over the next 
quarter century involve the underlying assumption of eventual progress 
toward peacetime conditions. 

Long-time agricultural prospects seem quite favorable. Under peace- 
time conditions the two most important factors in the market outlook for 
farm products are population increases and maintenance of high consumer 
purchasing power. Most of us have not paid sufficient attention to poten- 
tial effect of the tremendous upsurge in the population of the United 
States. 

The Bureau of the Census medium population projection for the United 
States indicates 190 million people by 1975, or an increase of about 25 per- 
cent from 1950. When this is mentioned the Neo-Malthusians become con- 
cemed about our ability to produce farm products for the greatly in- 
creased population. My own view is that farm production in the United 
States will keep up with any demands originating in the United States. 
We are not approaching any physical limitations on our production 
capacity. We have not reached a plateau in technological progress. Given 
time for adjustment, and economic incentives for investment in farm pro- 
duction, output can expand to meet market demands.® 


‘The 1951 inventory would include about the same amount of livestock as in 
1940, and about twice as much machinery and other equipment, but most of the 
additional equipment would be needed for successful operation under present methods. 

“We must recognize, however, that more of the resources used in farm production 
are bought in the market. This means not only greater out-of-pocket costs but it 

assumes availability of fertilizers, motor fuels, and other supplies. To a large 
extent, these resources have been substituted for land, and it is conceivable that 
production expansion could be retarded if supplies of these goods are limited. 
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If we assume a population of 190 million by 1975, per capita consum 
tion about 15 percent above 1935-39, and a somewhat smaller volume of 
exports, farm output would need to increase about 25 percent above 1950, 
High per capita food consumption involves relatively greater increases ip 
high-value foods, especially meats. With a general 25 percent increase 
in output, perhaps meat production would need to rise about 35 percent 
or more in order to balance with demand at high consumer incomes, If 
present preferences continue, greater expansion would be needed in beef 
and veal than in pork, and this would involve more attention to hay, 
pasture, and other forage. Fortunately, some of the recent technological 
changes indicate enormous possibilities in pasture improvement, in use of 
grass silage, and other improvements in the feed supply for roughage. 
consuming livestock. More cattle and sheep would be reared in the humid 
areas and on irrigated lands, but there seems to be no reason to wo 
about feed supplies for a cattle population of, say, 115 million by 1975, 

A part of the increase in output would come from new irrigation de. 
velopments in the West such as the projected development in the Missouri 
Basin; perhaps a larger part from clearing, drainage, and better utilization 
of lands in the South; but the major portion of the increase would come 
from higher production per acre of crop and pasture lands that would 
result from adoption of combinations of improved practices adapted to 
each area. The relatively greater demand for beef may impinge on wheat 
production in the Great Plains and to a smaller extent on some of the other 
crops in more humid areas. From the standpoint of trade relations be- 
tween the United States and Canada, it seems likely that there would bea 
growing market for Canadian cattle to supplement our own production; 
also that wheat production in the United States would be relatively less 
important than in recent postwar years. 

In contrast to the Neo-Malthusians, there are those who are greatly con- 
cerned about the potential market for farm products. They worry about 
the return of surpluses, especially during the process of shifting from 
high defense to more stable peacetime conditions. In such a period of 
transition we probably would encounter difficulties, because agriculture 
once expanded will not easily contract in response to slackening in de 
mand for farm products. This is especially true of total farm output. Once 
individual farmers have expanded their production capacity, they are not 
likely to increase their net incomes by reducing farm output. Special 
difficulties will-be encountered in adjusting those products which have 1 
close production alternatives in the areas of concentrated production 
Wheat and cotton are good examples. 

Transition to production for peacetime markets would call for signif 
cant adjustments in production, but not.for reduction in total output. To 
achieve the necessary adjustment would test our wisdom and our it- 
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genuity. But if a high level of consumer purchasing power is maintained 
there will be a market for the total output of farm products. We might 
illustrate this point with an analogous experience. If we had been able 
to increase livestock production more rapidly after World War II, we 
could have eliminated most of our surplus worries in 1949 and 1950. And 
incidentally, meat supplies would have been larger at the present time. 
Markets were available for the total output of our farm plant, but we were 
not able to achieve rapid adjustment toward more hay and pasture and 
more meat and milk.° 


Paths to a Stronger and More Efficient Agriculture 


In conclusion, I should like to suggest that perhaps agricultural econ- 
omists now have an opportunity to provide long-range analyses of alterna- 
tive policies that might serve as foundation stones for building a stronger 
and more efficient agriculture. We are not plagued by surpluses, and 
farmers generally are prosperous. We do have defense problems, but per- 
haps we can learn some lessons from them, especially how rapidly the 
scene can shift from surpluses to shortages. 

A good place to begin may be to consider agriculture’s responsibilities 
as well as its opportunities. Agriculture’s first obligation is adequate and 
eficient production of farm products. In return for fulfilling that responsi- 
bility, farm people should have an opportunity to earn real incomes equal 
to those available in other occupations for the same skill and managerial 
ability. How can this opportunity best be protected under rapidly chang- 
ing world conditions and their impacts on the economy of the United 
States? 

All available evidence indicates that farmers as a group will benefit 
from further increases in production efficiency. Certainly this is true in 
the present defense emergency. But one of the crucial questions at the 
present time is whether adjustments during the defense period can be 
made in such a way that agriculture not only will become more efficient, 
but also can strengthen its ability to withstand any transition shocks that 
may be in store. 

More than half the total hours of farm work are still spent in hand 
labor on crops and livestock. Much of it is hoeing, weeding, and hand 
harvesting—a type of “stoop labor” that receives relatively low returns 
even in prosperous times. Farm as well as industrial workers need ade- 
quate tools. Many farmers do not have enough land to make their efforts 
productive. There are still many areas where mechanization and larger’ 
farms would greatly increase production per worker, and would release 


"In retrospect, we should not have been so worried about accumulating stocks 
of storable commodities, but existing legislation called for allotments and quotas 
under certain specific conditions. 
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a part of the population for employment in other lines. How to accomplish 
that is a part of working out the economic effects of changing technology. 
The natural science research on technical improvements needs to be 
balanced with economic research to determine how the new techniques 
can be made to pay out. For one thing, this means greater emphasis op 
adjustments needed on low-production farms, and in the less developed 
areas. We have “under-developed areas” in the United States as well as in 
other countries. Recent studies indicate that in some of these areas pro. 
duction per farm could be doubled by adoption of improved practices 
and at the same time workers could be released for other employment.” 

We must not forget, however, that successful adoption of the new ways 
of farming requires greater managerial ability. Training of the young 
people growing up on farms who will find their greatest income advantage 
in farming may need much more attention than we are giving it at the 
present time. 

If agriculture can go ahead at full speed on adoption of known in- 
provements, on farm enlargement where necessary, on adjustments in 
farming systems where such changes are desirable from a long-range 
standpoint; if assistance can be provided in finding other employment for 
those who are no longer needed in farming, and if farmers can avoid the 
unfavorable effects of inflation—we shall be on the way to a stronger and 
more efficient agriculture. There will be fewer workers on farms, but a 
higher production per worker and also higher incomes per worker, unless 
the general economy falters and consumer purchasing power is greatly 
reduced. Farmers need protection against’ those eventualities for the same 
reason that workers need unemployment insurance. 

If farmers and ranchers utilize the higher incomes of favorable years 
to pay off debts, to make improvements that result in more efficient farm- 
ing and that conserve farm resources, to make needed shifts in farming, 
and to invest in health, education, and home conveniences for the 
farm family, they can retain for themselves most of the gain from 
efficiency in favorable years, and they can use a part of this gain asa 
reserve to help tide over leaner years that may result from unfavorable 
growing conditions, or reductions in consumer purchasing power. 

Considering the economic outlook in a broader sense, the future is 
clouded with international uncertainties which might have serious reper 
cussions on American agriculture. If we are permitted eventually to make 
progress toward peace and world rehabilitation, the future holds a promise 
of better living on American farms. At present it is a promise rather than 
an inevitable consequence. Fulfillment depends on eventual progress 
toward peace, and on maintenance of economic stability—on the farm and 
in the entire economy. 


* For example, North Carolina Tech. Bul. No. 87, Opportunities for Adjustments 
in Farming Systems. 
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DISCUSSION 


GEORGE BRANDOW 
The Pennsylvania State College 


In attaching this short supplement to Dr. Johnson’s excellent paper, I think 
I might well begin by amplifying his reference to low income farmers. One of 
the striking facts about American farms is their mye. as economic units. 
Our agricultural census, which has employed a very inclusive definition of a 
farm unit, reported almost six million farms in 1945. If we define a commercial 
farm loosely as one which under efficient management can produce enough 
for sale so that the operator can obtain a level of living which society regards 
as an acceptable minimum, then not more than half of these six million units 
are commercial farms. Roughly one fourth of the so-called farms are part-time 
or residential units, where the family does not depend mainly upon farming 
for its income. The remaining one fourth depend largely on farming for their 
income, but production and earnings per worker are very low. These subsistence 
units tend to be concentrated in certain parts of the nation, particularly in the 
Southeast, but all regions have some of them. 

To think of the six million American farms as a homogeneous group in 
almost any sense is a major error. The half which are commercial farms sell 
about 90 percent of all the farm products put on the market. They are vitally 
affected by changes in cost-price relationships. Changing production tech- 
nologies, price support or control programs, and the like, have direct impacts 
on them. The subsistence farms are inadequate economic units as now organ- 
ized, however. Although some can work out a solution by making appropriate 
internal changes, often any real corrective requires population transfers, com- 
bination of some units and abandonment of others, and other equally difficult 
adjustments. While commercial farmers and middle class urban people are 
drawing closer together in their attitudes and customs, commercial and sub- 
sistence farmers are moving farther apart. It seems inevitable that the economic 
and other distinctions between commercial and subsistence farmers will be 
even greater in the future. 

The statistics in Dr. Johnson’s paper vividly show the income instability 
which farmers—largely commercial farmers as a group—have experienced in 
the United States. The individual farmer has had to contend with two main 
sources of unstable income—fluctuating prices and varying crop yields. I believe 
that Canadian farmers have suffered at least as much grief from fluctuating 
prices as have their southern neighbors, and I suspect that as a result of 
their greater dependence on crops, especially wheat, and their shorter 
growing season, Canadian farmers have had even more trouble with variable 
yields. 

Goverment programs to deal with the instability of farm prices have been 
important in the United States for about 20 years. The main current of our 
farm price policy, except in wartime, has been dominated by the purpose of 
raising prices or of keeping them high. It has relied principally on such crude 
devices as diversion of se, into storage and attempts to reduce production. 
Twice, wartime inflation has averted the necessity of facing the problem of what. 
happens when further storage is not practicable and total output does not 
contract. That is to say, we now have had a fairly long experience with farm 
price programs without really learning much about measures suitable for an 
extended period of general economic stability. Goverment price programs are 
4 permanent part of the American farm scene, but the issue of whether we 
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shall have rational policy promoting freedom and efficiency in agriculture oy a 
constraining and coercive set of programs is still to be resolved. 

The pattern of production of American farming has been gradually and 
slowly shifting away from the general category of crops toward the livestock 
products category, although the five postwar years have been an exception, 
The pattern seems likely to continue to shift in the direction of livestock 
(including dairy and poultry) unless war creates abnormal demands. Some crops 
probably are now overproduced for a peacetime economy: wheat certain, 
and probably cotton and potatoes. Forage and feed grains offer the best 
alternative opportunities to many farmers growing overextended crops, and 
this means more livestock. Increasing emphasis on soil conservation also favors 
the animal] industries. Shifts in demand are likely to move in the direction of 
livestock as well. The rising demand for beef in the past 10 years or more seems 
to me to represent a change in consumers’ preference not entirely explained 
by higher incomes. 

Dr. Johnson’s paper raises the interesting and controversial question of 
whether the level of agricultural production is likely to be excessive or deficient 
with respect to demands in the next quarter-century. I definitely agree with 
him that chronic food shortages will not develop in the United States. Tech- 
nological advances will continue to show us how to increase yields per acre 
and per animal. An important limitation on current production is the failure 
of many farmers to adopt improved practices promptly. The reasons for this 
are too numerous to discuss here, but I think we shall tend to close the gap 
between achieved and potential production. 

I am not quite in agreement with him on the relation between increasing 
efficiency in agriculture and farm income. I think real income per farm worker 
will have an upward trend mainly because of rising production per worker in 
the economy at large. The majority of future advances in farm technology will 
retard the rise of income per worker in farming but will not eliminate it 
Consequently, I share Dr. Johnson’s belief that farmers will not be pauperized 
by a flood of output in the future. The economic lot of farmers will continue 
to depend greatly on the health of the general economy. Given high industrial 


employment and a reasonably stable price level, good farmers on good farms 
will prosper. 


DISCUSSION 


J. F. Boorn 
Department of Agriculture, Canada 


I would like to open this discussion by amplifying to some extent what 
Professor Drummond has said about the occupational status of agriculture 
in Canada, for it would appear that many people in other countries still think 
of Canada primarily as an agricultural country and of the Canadians as 4 
people more or less exclusively concerned with farming. 

Agriculture is an important industry—one of the most important—but its 
position has declined, relatively, in recent years. The volume of agricultural 
production is two and one half times what it was in 1900; the production per 
farm and per farm worker is now double or nearly double that of the turn of the 
century and the contribution of Canadian farms to export trade has given to 
this country an important status among trading nations. But the annual value 
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of manufactured products, and of the products of our mines, forests, and 
fcheries now exceed by several times the value of the products of our farms. 
The decennial census which has just been completed will probably show that 
only about 20 percent of the people gainfully employed in Canada are engaged 
in farming. 

As to potential production, Professor Drummond refers to the era of agri- 
cultural expansion as having virtually come to an end, since “areas suitable 
for further settlement are distinctly limited.” Most agricultural economists 
would probably agree with this viewpoint, particularly if it meant settlement 
under methods of farming, economic conditions, and standards of living such as 
now prevail. The results of soil surveys would also appear to lend general 
support to such a conclusion. Many people, however, probably feel that this 
is a limited outlook, and the Canada Yearbook gives some support to their views 
by indicating that the unoccupied land potentially arable comprises an area 
of 280,777 square miles compared with an area presently occupied of 267,361 
square miles.1 Much of this land is, however, less accessible than land now in 
use and most of it is likely to be less suitable for farming. 

In another respect the potential is likely to be less limited than agricultural 
economists realize, particularly if we think in terms of the longer run de- 
velopment. We in Canada, and to a large extent you in the United States, 
think in terms of an “extensive” agriculture. We are not yet far removed from 
the development stage and in both countries farms are still becoming larger. 
This trend will probably continue for some time. But there is also an “intensive” 
agricultural frontier. It is already with us. We see it around and about every 
growing urban centre. There, as the a pe increases, farms are divided 
and the number of small intensively farmed units grows with the population 
of the urban area. If you doubt this statement, drive out on the highways 
leading from the cities where you live and count the number of small com- 
mercial holdings. The same thing is happening in some more remote areas 
suitable for intensive production of certain products. As population increases, 
either by an excess of births over deaths or by immigration, this trend will 
increase. How fast it will increase and whether it will ever overtake the “ex- 
tensive” trend will depend on a lot of things, including wars, immigration policy, 
new developments in mechanization, further changes in nutritional habits and 
the like. But surely it is a potential. It is a mistake to think in terms of a static 
pattern of farming when trying to relate agriculture to a dynamic economy. 

The speaker credits the export market with taking from a quarter to a half of 
Canadian farm production, and notes that though certain products may shortly 
cease to be exported, this “does not mean that agriculture as a whole is becoming 
less dependent on export markets.” On the first point I would put the export 
figures at from a fifth to a third of total farm production. On the second, the 
result is a matter of interpretation. The significance of export trade to the total 
agricultural economy depends more upon the variety of products and numbers 
of producers affected than upon the volume of export trade. For instance, an 
increase in cattle exports will not offset the disappearance of cheese from 
export trade. The total value of cattle sales will not be greatly changed, if at 
all, by increasing the percentage ‘exported, for all cattle sales already reflect 
export prices. But if the output of cheese, which now takes but a small per- 
centage of the total milk supply, should be reduced to the basis of domestic 


*The Canada Yearbook 1950, p. 17. 
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requirements, it might well result in all dairy products going to a hi 
domestic price level. In this case several hundred thousand farmers would be 
affected and agriculture would surely be less dependent on export trade, even 
though the total value of exports remained the same. 

Professor Drummond’s reference to protectionist policies and particularly 
to the National Policy of the 1870’s will strike a responsive chord in many 
= He might have gone farther than he did. He might have pointed out, 
or instance, that this policy, together with similar policies in the United States 
and elsewhere in the New World, resulted in curtailment of imports from 
Europe, and that it was not an accident that European nations, to protect their 
balance of trade, began turning to protectionist agricultural policies as early 
as the 1890's. 

Finally a word about production responses. Professor Drummond states 
“with operating costs comprising a larger part of the total (cost) farmers ma 
be somewhat more hesitant about maintaining or expanding production in the 
event of a price decline.” This, to me, opens an interesting field for speculation 
and research. 

Various farm economists, particularly in the United States, have pointed 
out that the total volume of Lr production has not varied much with 
changes in price such as occur in alternating periods of depression and pros- 
perity. With allowances for the fact that in the first postwar depression Canadian 
agriculture was still experiencing pioneer settlement and expansion, and with 
further allowances for greater variability associated with climatic differences, 
the response to price changes in Canada was similar to that experienced in the 
United States. Farmers did not decrease production appreciably during the 
1920-23 and 1929-33 depression periods or increase it appreciably during 
subsequent periods of economic recovery. 

But how do we explain the significant increases in over-all production 
between 1940 and 1942? Or 1943, when prices were rising? Can they be 
attributed entirely to the war and to patriotic responses? It will be remembered 
that these increases, which were of the magnitude of at least 30 percent in 
each country, occurred in a period of rapidly declining labour forces and at the 
time when inventories of farm machinery were still experiencing the effect of 
a depression. Can they be related to generally favorable climatic conditions 
or to the latent application of improved techniques and scientific knowledge’ 

Furthermore, how do we explain the fact that since the latter part of that 
war period with still higher prices, much more machinery, and for a time at 
least more farm labour, there has been little or no further increase in production, 
in Canada at least? 

Most of the research relating to such matters dealt with the experiences 
of the interwar period when prices generally were low, when ‘ndebsodnall was 
high and when, except for a brief period in the 1920's, there was general under. 
employment of resources. It would appear that we now need to study pro 
duction responses in periods of relatively high prices, low indebtedness and ful 
employment. 
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PRICE POLICY IN THE PRESENT EMERGENCY 
Chairman: J. F. Booth, Department of Agriculture, Canada 
THE CANADIAN APPROACH TO THE CONTROL OF INFLATION 


K. W. TayLor 
Department of Finance, Canada 


N HIS budget speech in the House of Commons last April the Ca- 

nadian Minister of Finance said there were two great issues facing the 
world today—the pursuit of peace and the control of inflation. Neither of 
these, he went on to say, were pecularily Canadian problems—they were, 
and are, world-wide in their incidence and in their implications; and in 
respect to neither of them can we in Canada be fully masters of our own 
destiny. Few countries export a higher proportion of their produce than 
does Canada, and few import a higher proportion of what they consume; 
hence, over a very wide segment of our economy prices are determined 
for us by external forces. Since we are so inextricably, and normally so 
advantageously, linked with the international economy, we cannot effec- 
tively insulate ourselves against these external forces except at the cost 
of denying the whole logic of our geography, our resources, and our 
historical development. A Canadian approach to any problem must have 
regard to these fundamental physical and economic facts. 

Recent public discussion of the control of inflation has been further 
complicated by some degree of misinterpretation of our experiences in 
the past 10 years. It is generally agreed that Canadian price controls 
during the war and immediate postwar years were carried through in a 
highly competent manner, but there has flowed from this a widespread 
but mistaken identification of the control of prices with the control of 
inflation. The results we achieved in stabilizing prices between 1941 and 
1947, and the means by which we achieved them, have remained in the 
minds of most of our people in an oversimplified form. They do not 
realize or recall how powerfully effective were the indirect controls 
applied during the war—the very heavy taxation, the stiff controls over 
credit, and the vigour with which we set about mobilizing and maximiz- 
ing the volume of real personal savings. Under conditions of total mobili- 
zation, these fundamental measures had to be supplemented by a mas- 
sive application of direct controls—controls over prices, controls over 
wages and the direction of manpower, controls through priorities, al- 
locations and rationing, and the almost complete governmental control 
over rights to import or export. But out of this great and varied panoply 
of controls, both direct and indirect, the average Canadian seems clearly 
to remember only the “price ceiling,” and appears to attribute almost 
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the whole of the success of wartime stabilization to this one device. These 
imperfect and selective recollections of the past have confused and com, 
plicated the current of our present arguments. 

Before embarking upon a description of the present anti-inflations 
policies of the Canadian government, it will be useful to set the prob- 
lem into the perspective of our postwar economic development. 

What are the principal characteristics of the postwar economy in 
Canada? What is the background against which our present problems 
have to be set? It seems to me that though the development of the 
Canadian economy in the last five years has been supported and stimp. 
lated by a heavy backlog of demand, its outstanding characteristics have 
flowed very largely from the discovery of new resources and the develo 
ment and exploitation of a fairly recently acquired industrial “know. 
how.” 

The discovery of oil on a large scale in the West, of iron ore in both 
the Centre and the East, and many other similar developments, have 
produced a remarkable change in the general outlook of the Canadian 
people. The nineteen-thirties left a deep psychological scar on the minds 
of a whole generation of Canadians. We tended to become cautious, to 
play safe and seek shelter. Few of our current generation of business 
leaders have had experience of a time when the economy was expanding 
rapidly in response to peacetime demands. We have to go back at least 
to the middle or late twenties, or better still, to before the World War 
I, to find a time in which the imagination of the Canadian people had 
been captured by the unfolding prospects of a great era of expansion. 
Since 1945 we have regained much of this former buoyancy of spirit 
without, however, falling victims to the excessive speculative fever that 
marked some earlier periods in our history. 

This postwar era of expansion, sparked in part by new discoveries of 
natural resources, and in part by the acquired specialized know-how 
that came out of wartime production, has produced a tremendous capi- 
tal investment boom in this country. From the point of view of the 
economy as a whole, the capital investment boom of the last five years 
has been the most striking statistical characteristic of our Canadian 
record. Since 1946, for example, nearly $10 billion worth of new plant 
and machinery has been installed by Canadian industry. Every year we 
have been breaking previous records, and 1951 seems likely to be m0 
exception. Private capital investment in Canada in 1951 will probably 
exceed 1950 by more than 10 percent in volime, and more than 2 
percent in value, and total capital investment will appropriate more than 
22 percent of the gross national product. 

A third characteristic of the postwar economy in Canada was the very 
rapid increase in prices after the end of the war as we relaxed the war- 
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time controls. This increase was due partly to a translation of wartime 
subsidies into price and partly to a general inflationary trend to higher 
rices throughout the world. The rapid increase in world prices took 
place in 1946-47, but in Canada was delayed for about a year by the 
slower pace of decontrol. By the middle of 1948, the effect of the war 
and its aftermath had largely worked itself out and the price structure 
levelled off. We then had about 18 months of stable prices; in fact, the 
general trend was slightly downward from the summer of 1948 to the 
spring of 1950. 

A fourth characteristic of the postwar economy has been an almost 
uninterrupted state of “full employment” for both manpower and capital 
equipment. From the summer of 1949 to the spring of 1950 there was 
some easing in this tight position, but throughout the postwar period 
as a whole our productive resources have been operating almost con- 
tinuously at full capacity, and scarcity rather than surplus has been the 
problem of the labour market. 

The five years prior to mid-1950 held out for us great promise of a 
sustained period of vigorous and healthy expansion of a kind which we 
had not seen in Canada for nearly a generation. And it is one of the 
tragedies of our time that, just as we were embarking upon this rather 
exciting period of peaceful expansion, we should be compelled to divert 
so much of our resources into a rearmament and defense program. 

Our current position still is that everybody is expecting and striving 
for bigger and better things, consumers to raise their levels of consump- 
tion (and also to increase their leisure), business men to expand and 
improve their capital equipment at a rate even faster than before, and 
on top of all this we find that as a nation we must more than quadruple 
our normal rate of defense expenditures. It is clear that we simply can- 
not do all these things at once. We cannot carry out our defense 
programs, increase our standards of living and leisure, and increase our 
rate of capital accumulation all in the same short time with the resources 
we have at our disposal. Something has to give way. 

The problem we are facing is primarily one of proper balance, a prob- 
lem of the right assessment of priorities, which in the world of today has 
to be kept highly flexible. This, of course, is not peculiar to Canada; 
the same problem exists in the United States, and United Kingdom and 
the other nations of Western Europe; and I rather suspect that similar 
issues face our opposite numbers behind the Iron Curtain. It is this at- 
tempt to expand defense, to improve standards of living, and to increase 
private capital expansion all at the same time that has been responsible, 
in large measure, for the sharp renewal of world-wide inflation during 
the past 12 months. 

In a democratic country in which public opinion is deeply attached 
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to the substance of freedom—freedom to choose one’s employment o; 
vocation, a free market, and free collective bargaining—the task of gov. 
ernment is not to order and direct the Nation’s economy, but rather ty 
guide, steer, or nudge the economy toward the objectives dictated by the 
national interest. 

If we faced a clear-cut task of limited duration, as we did during the 
war, our job would be intensively onerous but in essence comparatively 
simple. We could address ourselves with singleness of purpose to “win. 
ning the war,” and an almost unanimous public would accept a suspension 
of many of its normal freedoms for two, or three or five years. But the pros- 
pect that faces us today is not so simple. While we should not be wholly 
unprepared for a miracle which would reestablish morality and good 
faith as a rule among nations, we must nevertheless face the probability 
of having to live in the kind of world in which we now find ourselves 
for 10, or 15 or perhaps 20 years or more, building and maintaining a 
preponderance of defensive strength, devoting an uncomfortable pr 
portion of our resources to that purpose, and doing all this without sacri- 
ficing the essentials of a free society. 

The essence of the world struggle today is between freedom and 
authority—the dignity of the individual against the doctrine of the Great 
State. The citizens of a free nation can voluntarily surrender their liberties 
for a crisis of short duration and still resume them, though even in a few 
short years of storage they are apt to become spotted and a bit tarnished. 
Could they abandon these liberties for a decade or a generation and 
expect to get them back in recognizable form? The economic measures 
we adopt should be either of a kind which will have served their full 
purpose within two or three years, or of a kind which we can live with 
for 10 or 20 years and still remain free. 

It seems to me that the oversimplified popular argument for immediate 
over-all price controls fails on three counts; first, that by themselves 
they will be ineffective, since they do not go to the root of the matter 
second, that to be administratively possible they require a unanimity 
of support, a singleness of purpose, and an acute sense of urgency which 
do not at present exist; and finally, that unless we can feel sure that they 
can be abandoned within a relatively short time, they will begin to 
erode the foundations of the very freedom we are resolved to defend. 

Canadian anti-inflation policy is presently based upon a view that we 
are not engaged in a short, sharp struggle, but that we face a long pull 
Our attack upon inflation should be directed at its roots, and our meats 
of attack should be capable of sustained application and consistent with 
our normal concepts of freedom. In practice this means the energetic 
use of the so-called indirect, but primary methods of monetary, fiscal, 
and credit policies, supplemented where necessary by direct controls at 
particular points of pressure. 
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The principal sources of inflationary pressure in Canada are four-fold. 
First is the effect of external prices on the Canadian price level. We 
import more than one fifth of everything we consume and we export more 
than one fifth of everything we produce. A very high fraction of the 
Canadian price structure is therefore determined or heavily influenced 
by what outsiders either charge us for the things we use or are willing to 
pay us for the things we produce. Second is our internal capital invest- 
ment boom which has exerted, and continues to exert, a strong infla- 
tioary pressure, and to which I have already referred. Third is the 
strong and not unnatural desire of all groups in the community to im- 
prove their standards of living, both in terms of consumption and leisure, 
with resultant demands for higher wages and prices, shorter hours, more 
social security, and resistance to particular measures that may impose 
obstacles to the realization of these desires. 

Then there has been the wave of abnormally heavy buying, both by 
consumers and by trade and industry. The increase in business inventories, 
which at $100 million had been abnormally low in 1949, was more than 
$800 million in 1950, and seems likely to be even greater in 1951. Con- 
sumer buying in 1950 was $750 million above 1949, while consumer in- 
comes were only $600 million higher. In other words, the increased rate 
of consumption outstripped the rate of increase in incomes with a result- 
ant drop in personal savings. Present indications for 1951 are that con- 
sumer spending is still on the increase, but that incomes are rising 
slightly faster, and that there may be an increase in personal savings 
back to the 1949 gross amount. 

I turn now to a direct description of the Canadian Government's anti- 
inflationary policies, but by way of preface I must make two brief points. 
The first is that in a free country the Government cannot, of itself and by 
itself, control inflation, and it is rather disturbing to those who set a high 
value on the maintenance of free and dynamic democratic institutions 
to find so many and such large groups of the community who seem to 
think that this is primarily and almost entirely the Government's job. 
Governments, of course, have a very definite responsibility to provide 
direction and leadership, but they cannot do it alone. Any economic 
policy to be effective requires the active support and understanding of 
all groups in the community. In the present situation all have a part to 
play. If we are to contain and control inflation, we need energetic gov- 
ernment action; but as much or more, we need restraint and good sense 
on the part of all groups and classes in the community, in respect to 
prices, in respect to wages, in respect to hours and efficiency of work, 
in respect to spending and saving. 

My second prefatory comment is that it is important to draw a clear 
distinction between rising prices and inflation. The two are not the same. 
Inflation will result in rising prices, unless it is suppressed or driven 
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underground; but paradoxically, rising prices may be a cure for infh. 
tion. Any short definition of inflation is bound to be an oversimplification, 
“Too much money chasing too few goods” can be expanded to read that 
inflation develops when the flow of purchasing power into the marke 
persistently exceeds the flow of goods and services at presently prevail. 
ing prices; but true inflation is characterized by a spiralling effect, where 
rising prices, rising costs, and rising money incomes react or feed upo 
each other. Price increases that absorb purchasing power without jp. 
creasing spendable income, or that restrain total consumption, do not 
have this spiralling effect. 

Canadian policies designed to contain inflation have been directed at 
the principal sources of pressure. I use the word “contain” advisedly 
because one of the main sources of pressure—the behavior of extemal 
prices—is largely beyond our control. Our freedom of action in influenc. 
ing the exchange rate of the Canadian dollar is, in practice, rather narrowly 
circumscribed, and our role in international commodity discussions must 
be modest in line with our international stature. 

First, I should refer to fiscal policy. In its first three postwar years the 
Government actively budgeted for large surpluses, and in those three 
years it reduced its net debt by $1.6 billion, or about 12 percent. In sub- 
sequent years it budgeted for more normal surpluses, and taking the 
five years 1946 to 1950 it has reduced its debt by nearly $2 billion, 
or about 15 percent. In its post-Korea budgets the Government has had 
to cover an increase of more than 50 percent in total expenditures. In 
designing a tax policy to meet its full costs the Government has had in 
mind the need for increased production, increased savings, and moder- 
tion in consumption. While it is right that incomes, both personal and 
corporate, should pay higher rates, a reasonable balance should be held 
between taxes on earning and taxes on spending. The Government’ ta 
program, therefore, has been designed to secure 45 percent of the increase 
from sales and excise taxes, that is, from taxes on spending. In other 
words, it is using the device of higher prices to curb inflation, by te- 
straining consumption and encouraging saving. 

In the field of interest rates the first step in the post-Korea period was 
taken in October, when the Bank of Canada raised its rate from Li 
to 2.0 percent. This was followed by a policy of not intervening, excep! 
to provide steadying influences, when the long term bond rate started 
to rise. In the summer of 1950 the long term rate was around 2.7 percent 
between September 1950 and March 1951 it rose to 3.2. Since March 
the rate has fluctuated narrowly between 3.2 and 3.25 percent. Other 
interest rates have followed this pattern, and, generally speaking, interest 
rates in Canada are one-half to one percent above those of a year ag). 
In conformity with these higher interest rates the Central Bank has 
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followed a policy of keeping the banking system in a fairly tight cash 
sition. 

In September 1950, the Government took another step which had 
anti-inflationary implications, when it withdrew its official rates on foreign 
exchange and allowed the Canadian dollar to seek its own level in 
response to the normal forces of supply and demand in the current 
market. The United States dollar as a result declined from its $1.10 rate, 
and has been fluctuating in the $1.05 to $1.07 range. This has had the 
effect of reducing the cost of imports and the internal price of exports 
by some three to five percent below what they would otherwise have 
been. At the same time the Government has found itself.in a comfortable 
exchange reserve position, and it would be possible to finance substantial 
quantities of essential imports from these reserves, should the necessity 
arise. 

In the autumn of 1950 the Government moved to restrain the expan- 
sion of credit, paralleling its policy in the matter of interest rates. In 
November the first installment of consumer credit regulations was in- 
troduced. This was followed in February by a conference between the 
Bank of Canada and the chartered banks, as a result of which the banks 
agreed that restraint in bank lending was in the general interest and in- 
dicated that they would revise their lending policies so as to avoid further 
increases in the aggregate volume of bank loans. In March 1951 the con- 
sumer credit regulations were sharply stiffened, and in June interest rates 
on government housing loans were increased by one half percent. 

Finally, I must refer to a novel experiment the Government is making 
in an attempt to apply the brakes to the less essential forms of capital 
investment. For a four-year period commencing in April 1951, deprecia- 
tion on newly acquired capital assets will not be allowed as a deduction 
from income for tax purposes except for listed classes of undertakings 
deemed essential for defense purposes or for basic national development. 
This means that in all but the excepted classes the commencement of 
depreciation charges on newly acquired assets is deferred until 1955. 
There is evidence that this device has resulted in a considerable review 
of private capital expansion plans, and indications are that while the 
over-all total of planned investment has not changed much, its pattern 
and distribution have been noticeably shifted toward more fundamental 
and essential types of investment. At the same time, the Government has 
greatly reduced its own construction program in the non-defense field. 

To summarize, the Canadian Government since the late summer of 
1950 has been following an energetic policy designed to bring the flow 
of spending into better alignment with the available flow of consumable 
resources. It has freed the exchange rate, allowed interest rates to rise, 
tightened up all forms of credit; increased taxes with emphasis on taxes 
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on spending, applied a sharp deterrent to the less essential forms of 
capital expansion, and followed an unambiguous pay-as-you-go budgetary 
policy. 

In addition to these policies designed to attack the inflationary spiral 
at its root, the Government has adopted a number of direct controls which 
are designed to fit into the general pattern, to plug the holes, and help 
to nudge the economy in the right direction. These include the controls 
or priorities relating to the uses of steel, base metals, certain chemicals 
pulp and paper, and a few others. 

It is of the nature of “indirect” controls that it is not possible to measure 
their precise effects. There is ample evidence, however, that they are 
taking hold, and there is good reason to hope that they will be sufficiently 
strongly established to meet and contain the new inflationary pressures 
that may arise as the tempo of defense production moves toward its 
peak. 

It is also clear that the public understanding of how to combat in- 
flation is growing. There is an increasing public realization that while we 
have an urgent short-run problem that requires great energy and effort, 
the real problem is that of the long pull. Direct controls of a sweeping 
over-all nature cannot be a policy of indefinite duration in a free coun- 
try. The time may come when in an ultimate crisis we shall have to 
throw everything we have into the balance. If we reach such a point 
where it becomes quite impracticable to cover the cost of the ultimate 
effort by pay-as-you-go fiscal policies, we shall have to throw in the 
full armour of direct controls to buttress and support the more funda- 
mental measures. But in these matters one cannot follow an in-and-out- 
and-in-again policy. It would seem sensible to hold these weapons in 
reserve for the critical moment. 

In conclusion, what of our longer term outlook? There is at the moment 
a considerable gap between the military strength-in-being of our world 
and the Russian world. We and our associates in the free world will 
have to turn on a real burst of speed and divert a very considerable 
segment of our resources to building up our defenses and security in 
order to close this gap. In this energetic process we shall have to forego 
a lot of desirable and sensible projects of economic development. We 
may have to yield, for the time being, some of our recent or prospective 
gains in levels of consumption or in the enjoyment of leisure. When 
this dangerous gap has been safely narrowed down, we may well have 
to face a long and steady pull of indeterminate duration—perhaps 10 
or even 20 years, in order to hold our position. Concurrently we may 
have to carry certain costs and responsibilities relating to assistance to the 
underdeveloped areas of the world. ; ; 

But to my mind our longer range prospect is by no means gloomy. 


W 
tie 
ca 
0 
b 
co 


THE CANADIAN APPROACH TO CONTROL OF INFLATION 675 


We in Canada have within our borders great resources and great capaci- 
ties, and in these respects we are not alone among free nations. Our 
capacity for growth, if wisely developed, can in due course build up 
our economy to a point where we can carry, if necessary, very substantial 
burdens of defense and security for an indefinite period, and at the same 
time still have a good deal available for increasing the levels of both 
consumption and welfare. 
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PRODUCTION AND DISTRIBUTION PROBLEMS 
UNDER DIRECT PRICE CONTROLS 


Don PAARLBERG 
Purdue University 


WV on I have to say here will assume an economy in the present 
state of partial mobilization. 

The country appears convinced that the number one economic prob- 
lem is to stabilize prices and prevent inflation. This thought has become 
so thoroughly ingrained in our thinking that many have ceased to ques. 
tion it. It is a part of our economic doctrine. 

In the early days of the Church, a complete code of religious doctrine 
was handed down to the laymen. There were some unbelievers who were 
called to account for their heresy. These unbelievers were permitted to 
have a spokesman to defend them. Since this spokesman was supposed to 
represent the powers of evil, he acquired the highly descriptive title, 
“The Devil’s Advocate.” 

Similarly, today, the fear of inflation and an enthusiasm for price con- 
trol have become a part of our economic doctrine. There are some who 
do not subscribe to this doctrine; I am among them. I should like to be 
the Devil's Advocate in defense of my own heresy and that of others. 

Some will say that in view of political considerations, direct price con- 
trols are inevitable and that economists therefore should accept them and 
figure out how best to make them work. This is a view which I cannot 
accept. I recognize the need for synthesizing the view of the economist, 
the sociologist, the political scientist, the diplomat and the military ex- 
pert at the policy level. I object to the idea of embarking on a policy 
based on political or other considerations and then asking the economist 
to rationalize and expedite this policy. I shall attempt to distill the eco- 
nomic considerations out of the current ferment; if too strong a drink 
comes out, the policy-makers can cut it with the appropriate amount of 
water. But let us not mix other disciplines with economics at the analytical 
level. 

Flexibility Needed, Not Stability 


First of all, in my judgment the number one economic problem is not 
that of controlling inflation, but of maximum production for the re- 
armament effort and for the economic well-being of our citizens. If we 
lose out to the enemies of freedom, it will not be because the price index 
showed a rise of a few points. The primary economic problem is to keep 
our economy flexible to meet the changing needs brought on by domestic 
and international developments. This can’t be done with prices frozen, 
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any more than my car can be kept on the road with a locked steering 
wheel. The key word is not stability, it is flexibility. 


Inflation Is a Symptom 


Let us look at the chief charge leveled against inflation—that it reduces 
the buying power of the people and forces them to accept a lower level 
of living. It is certainly true that if we devote 20 percent or some other 
large percentage of our energy to the destructive efforts of war, we will 
have fewer useful goods and services to enjoy. How is this reduction 
in the level of living to be brought about? There are only three ways 
to do it: 

One way is to take the money away from the people, either by taxing them 
or by requiring them to buy bonds. 

Another way is to ration them and thereby limit the amount of goods they 
can buy. 

Still another way is to let prices rise, thereby pricing consumers out of the 
market. These price rises may need to be supplemented by restrictions on the 
production of certain consumer goods which are not essential to the rearmament 
effort. 


All three methods will achieve the purpose which is essential if the re- 
armament program is to go forward—reduce the level of living of the 
people and thereby transfer men and supplies from civilian uses to the 
rearmament program. The only question is whether this is to be done by 
a high level of taxation, by an arbitrary rationer in Washington, by 
the impersonal operations of a freely fluctuating price system, or by some 
combination thereof. 

The real culprit responsible for the reduced level of living is the war 
effort; inflation is merely a symptom. Prices are to the economic body 
about what the temperature is to the human body. The human mecha- 
nism consists of various organs: the heart, the lungs, the liver, and the 
stomach. If something happens to one or the other of these organs, 
the temperature rises and is recorded on the thermometer. Similarly, the 
economic body consists of many parts—labor, agriculture, industry—each 
with its own supplies and demands. If something happens to the supplies 
of or demands for these commodities, the change is registered in the 
price. 

A doctor could set the thermometer at 98.6 and think that therefore 
he had cured the patient. Similarly, we can freeze prices as of a certain 
date and think that we have cured whatever ailed us. A fixed ther- 
mometer would be a handicap to a doctor who is puzzled about how to 
diagnose and prescribe; a fixed price is a handicap to an economy which 
is trying to find out what to produce and consume. 
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Inflation is a good scapegoat; attributing our difficulties to inflation js 
a good way to draw attention away from the real cause of prospective 
reductions in the level of living—the rearmament effort. But let us not 
be so naive as to think that if we halt inflation we will be able to avert 
the reduction in the level of living brought about by rearmament. 


Inflation and Production 


It is sometimes thought that a rising price level cripples the productive 
plant of a nation and therefore hampers the rearmament program. On the 
contrary, a rising price level is a powerful stimulus to increased produc. 
tion. When prices rise enterprise is encouraged. Debts are easy to pay. 
Inventory values rise, modernization goes forward. Business ventures 
pay out. The tremendous production of World War II was accomplished 
while the price level was doubling. In time of war, the price system 
has always invoked a certain amount of inflation as a stimulus to pro- 
duction and a deterrent to consumption. 


Is Inflation Followed by Deflation? 


Another charge against inflation is that a price rise must inevitably be 
followed by a price decline; the rise may be pleasant, but the collapse 
is painful. This notion is based on the idea that there is a sort of normal 
for the price level and that prices somehow have to fluctuate around that 
normal. This we have believed for a long time; it is implicit in the con- 
cept of “normal agricultural value” for farm appraisal, based on the 
period 1910-14. “What goes up must come down,” we say, much satisfied 
with our wisdom. 

But a study of history shows that there is no normal for the price level, 
that what goes up may stay up. After World War I, Spain’s prices leveled 
off at several times prewar, and stayed there. After World War II, prices 
in the United States were two or three times prewar, and I personally 
doubt if they'll ever come back to the 1939 level. 

As a matter of fact, there is the great likelihood that if we succeed for 
a time through direct controls in holding down prices we will have in- 
flation later, when we take off controls. This occurred after World War 
II. In other words, if we impose price controls and at the same time keep 
pouring out more and more buying power we build up a larger and 
larger inflationary lake behind the weakening dam of price control. In- 
flation comes when the dam breaks or the flood gates are opened. We 
may fear to open the gates, and so continue to live in regimentation. 

There is no assurance that if prices. rise now, they must fall later. 
Neither is there any assurance that holding them down now would keep 
them from rising later. 
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Runaway Inflation? 


Some people are afraid that unless we have price ceilings, prices will 
“go through the roof” and we would have runaway inflation such as 
Germany experienced in 1923 and Greece during World War II. I have 
studied many inflations in many lands covering a period of many years— 
the inflations of Austria, Russia, Hungary, China, Italy, Germany, Greece, 
and our own country during the Revolutionary War. I know of no record 
of any nation that underwent runaway inflation so long as its productive 
plant was intact. The only examples of runaway inflation that I know 
of occurred in countries ravaged by war, torn by revolution, or laid 
waste by some great disaster. Here again, inflation was a symptom of a 
more deep-seated cause. 

It is a matter of interest that many of the countries which have under- 
gone runaway inflation have done so in spite of a system of ceiling prices. 


How Much Inflation Can We Stand? 


How much inflation can a country stand? There are three different 
levels: the psychological level, the political level, and the economic 
level, each successively higher than the former. Much of the present 
confusion comes from failing to distinguish between them. . 

The psychological level is the one at which people start to complain about 
the rising prices. This is a very low level; an increase of a few cents a pound 
in the price of beef. 

The political level is somewhat higher; it is the level at which the complaint 
about rising prices becomes sufficiently great so that Congress will do some- 
thing about it. Maybe a rise of 10 percent in a year’s time will bring about this 
reaction. 

Finally, there is the economic level, the level at which the country’s produc- 
tion is ape j harmed. I don’t know where this level is, but it is very high. The 
doubling of our price level during the war was an aid to production, not a 
handicap. After World War I, Finland’s price level was 10 times prewar, and 
she was prosperous enough to continue paying her war debt. 


Inflation affects different classes of people differently, as everyone 
knows, Farmers find that their prices rise and costs lag; they like in- 
fation. Laborers find that wages rise and jobs are plentiful; they like 
inflation. There is one important group which suffers during inflation— 
those on fixed salaries. Unfortunately this group includes newspaper 
editors, radio commentators, Congressmen, and professors of economics. 
These people talk and write all out of proportion to their numbers or 
importance, and are responsible for much of the furor about the evils 
of inflation. They find inflation harmful to themselves and generalize 
fom their own experience. 

A good measure of the reaction of the people to inflation is their be- 
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havior at election time. A satisfied electorate will not “change horses in 
midstream;” when the people are in distress they “turn the rascals oy” 
In the 30 presidential elections since price data became available ther 
have been only two occasions when people failed to maintain a party in 
power on a rising price level; with prices falling, there have been oy} 
two occasions when they failed to “turn the rascals out.” Truman’s ele. 
tion in 1948 was an upset in terms of the Gallup Poll, but not in tern; 
of the price level. 

To summarize, I doubt that the dangers of inflation are sufficiently 


great to cause us to scrap the price system and go in for direct controls, 


The Functions of Price 


It has become increasingly fashionable to doubt or deny that price can 
allocate resources or guide consumption. This is in spite of competent 
research to the contrary, and in spite of a rather efficient pattern of pro. 
duction and consumption which could have come about in no other way. 
One who doubts that price can guide production and consumption is an 
economic agnostic, like a physicist without a law of gravity or a theologian 
without a Deity. We have become so engrossed in some of the finer points 
of economic doctrine that we have largely forgotten economic lesson 
number one. We economists have been concentrating on end runs, double 
reverses and mousetrap plays instead of studying the fundamentals of 
blocking and tackling. Here are the functions of price as I see them: 

Prices serve three functions. They tell us what to produce, they guide 
commodities through the channels of trade, and they tell the consumer 
what and how much to consume. If the price of hogs increases relative 
to corn, the farmer recognizes the consumer’s request for more pork, 
and he responds accordingly. If the price of eggs rises in New York 
relative to Philadelphia, the egg trade recognizes the call for more eggs 
in New York and diverts eggs to the high priced outlet. The consumer, 
with her market basket on her arm, chooses food on the basis of price. 
If steak is high she buys hamburger, and if both are high she buys 
beans. One hundred fifty million people vote on their prices. Everybody 
serves on the committee that determines market prices, and serves with 
out pay. 

What happens when we hold these prices below the market level? 

First, the consumer recognizes this as an'encouragement to increase cot- 
sumption, and cleans off the shelves. 

Second, the farmer recognizes this as a sign to reduce production. So 
shortage develops, and the scant supply must be rationed. This may not have 
been contemplated at the time the ceiling price was set, but given time, t 
follows as the night follows the day. 


Finally, with artificially lowered prices, production continues to lag and 
subsidies must be resorted to. 
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Ceiling prices, rationing, and subsidies are the three-legged stool of 
an economy which endeavors to hold prices below the equilibrium level. 
A stool will not stand for any length of time on one or two legs, but 
needs all three. 

In England they understand this better than we do, for they have been 
at it longer. They fix prices, ration, and subsidize agricultural commodities 
pretty well across the board; they have had to do this to make the sys- 
ten work. We will have a similar experience if we stay with it long 
enough. If we won't let the price system function we shall have to step 
in and do the jobs that the price system formerly did for us. 

In the first act of the national melodrama, Price Freeze is the fair-haired 
hero who would save Little Nell from the villain, Inflation. But in Act 
Two, he must request the aid of that low character, Rationing, and in the 
last act the two of them must beg the help of that ugly fellow, Subsidies. 
If the audience knows all this and still wants to pay to see the show, 
well and good. But they had best not cheer too loudly or too early, when 
Price Freeze makes an entry. 

The American citizen needs to know that he can’t have artificially low 
prices (which he considers desirable) without rationing and subsidies 
(which he considers undesirable). It is a package sale. We do not know 
this, hence our enthusiasm for price control. The first effect of price 
control is to permit us to buy at a low price, which all consumers like. 
This continues so long as the momentum of our past production pattern 
will carry us. Then we get in trouble, and need to ration and subsidize. 
In time we feel the full impact of the program and are likely to kick it 
out. This cycle took about four and a half years under OPA. | 


Management Under Price Control 


The job of management is to put together land, labor, and capital in 
an efficient manner so as to produce the goods and services asked for by 
the consumer. Prices are the critical items in these decisions. Prices tell 
the manager which products the consumer wants. Prices of land, labor, 
and capital tell him how much of each he should use in producing the 
commodities that are asked for. 

When prices are fixed, the chain of command is broken. How can the 
manager tell whether the consumer should have beef or butter? If the 
price is effectively fixed all the manager can do is give heed to the fixed 
price. If prices of hogs and corn are fixed at a relationship favorable to 
hogs, management can only expand hog production in response to this 
fixed price until suddenly the country runs low on feed. 

Prices may be calling for the proper product at the time they are 
frozen, but they don’t stay that way. Along comes a short crop or a 
changing need, and the old ceiling is no longer the right one. Changes 
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are not made in time; it takes an administrator a long time to make up 
his mind that the ceiling is wrong, and still longer to correct it. 


Black Markets 


Most likely, prices would not be effectively fixed; there would be black. 
markets, gray markets, tie-in-sales, under-the-counter sales, kickbacks, up- 
gradings, false counts, and short weights. These activities are viewed } 
some as outright violations of law and by others as an effort to reestab. 
lish the functioning of supply and demand. In a country like ours with 
a tradition of freedom and individual rights, nobody becomes very dis. 
turbed about two people getting together on a deal mutually satis. 
factory. 

People display all sorts of reactions to violations of law. They'll help 
catch a kidnapper; they'll report a traffic violator, but won't try to catch 
him. What will they do and say about somebody who buys a piece of 
beef above the ceiling price? Many will ask “Where did you get it?” 
and “What did it cost?” 

The cost of abiding by the law will be measurable in so much per pound 
whenever the farmer goes to market. For a certain percentage of people 
with firm respect and blind faith in law, the choice is easy. For another 
group—the greedy or the desperate—the choice is likewise easy. For most 
Americans, the choice is difficult. The prospect is not a bright one. Hon- 
esty and respect for law are virtues which are already frail enough so that 
one has no wish to see this extra burden and temptation placed on 
them. 

Some people attribute difficulties of enforcement to incapable adminis- 
tration, to poor organizational setup, to excessively complex regulations, or 
to some special perversity of human nature. These changes may be partly 
true, but the difficulty lies deeper than that. It lies with suddenly declaring 
illegal operations which formerly were considered entirely moral and 
right. It asks a sudden changing of the value concepts with which people 
regard economic activity. Sociologists tell us that these changes come 
about slowly and only in response to some deeply felt need. 

Would there be better compliance and a better job of enforcement in 
the years ahead than during World War II? We probably can’t count on 
the degree of cooperation that existed then, when we were definitely at war 
and the people were behind the effort and in a mood to sacrifice. Further- 
more, there is the possibility that the forthcoming effort might be of con- 
siderable duration, and the longer the period, the more the maladjustments 
that would have time to develop. What lies ahead may be a mile run, nota 
hundred yard dash. These two races should not be run in the same man- 
ner. A price freeze works better for the dash than it does for the dis- 
tance. 
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An Alternative 


Luckily there are alternatives to direct controls—taxes, which mop up 
buying power, and credit controls, which prevent the creation of new 
money. These take the upward pressure off the price level. If we had the 
courage to apply these remedies in sufficient degree, we could halt inflation 
and at the same time let the prices of individual commodities fluctuate 
freely. 

[ have tried to make these points: 

First, that the real problem is maximum production of the appropriate 
goods and services, not inflation control. The beneficial effects of inflation 
have been much underrated, in my opinion, and the unfavorable effects 
much exaggerated. 

Second, if a price freeze really comes—and what we've had now is not 
a teal freeze but merely a cool spell,—_then we become a nation of law- 
breakers, wheedlers, scroungers and special pleaders. I am not saying that 
direct price controls will not work; I am merely saying that the cost of 
making them work might well be greater than the questionable benefits 
derived therefrom and greater than a free people would long tolerate. 

Third, if inflation control is desired, there are better ways of accom- 
plishing this objective than price freezes, namely, heavy taxation and 
credit control. We need not burn down the house to roast the pig. 

I feel deeply about this because it seems to me that we economists have 
not done our job. We have not helped people to understand the workings 
of the price system, and this failure is about to cost us our liberty. 

There is an intriguing phrase, “the point of no return.” An aviator 
starts out on a mission with a certain supply of gasoline, and after a time 
may reach a point where he doesn’t have enough gasoline to return to his 
base. This is the point of no return. Every flyer thinks carefully before he 
passes that point. 

There can be, I think, a point of no return in economic affairs. We may 
start off on some mission, not too well conceived, and bumble about, 
issuing directives, patching the leaks and patching the patches until we 
pass the point of no return. Affairs will have then gone so far from equilib- 
rium and the shock of return would we so great that we would lack what- 
ever it takes to slough off the controls. 

If we should pass the point of no return after a full appraisal of the 
advantages and disadvantages of our new position as compared with our 
old base, then we need have no grief. I believe in democracy and have im- 


‘ mense faith in the soundness of informed public opinion. But if we em- 


bark on some program after considering only the short run implications 
and then find ourselves hedged about with unsuspected evils, so that we 
wish to return to our base but can’t, that is a different matter. I feel 
strongly the need for economists to tell the public what's inside this hand- 
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some package labeled “direct controls.” My guess is that if we were to go 
in for a full system of price controls and stay with it for 10 years, we would 
have passed the point of no return. Price freedom is the key to all other 
economic freedoms. 


DISCUSSION 


Greorce L. MEHREN® 
Office of Price Stabilization 


This is not an easy paper to review. The author revels in deviating from the 
orthodox herd, whose views on inflation are held to be blind acceptance of 
blind dogma. The paper is larded with scholarly allusions—although the author 
seems not to know that the “Devil’s Advocate” does not defend heresy but 
rather contests against sainthood. There are medical and historical analogies~ 
even references to the dramatic arts, to college football, and to aviation—not 
clearly applicable to the t voray addressed here. There is gross disregard of 
the difference between inflation with slack and inflation with full employment, 
There is a remarkable disregard of the actual scope of current price stabili- 
zation, of the methods used and of the orientation of price control to pro- 
duction needs. There is an elementary discussion of the functions of relative 
prices, well applicable with reasonable general price stability but quite 
meaningless in the frenzy of general price explosion such as prevailed late in 
1950. To some of the points in this paper we may stipulate agreement: that 
defense production is a major goal; that inflation is in some senses symptomatic 
—although even the author will agree that inflation is a cumulative process in 
which worsening of the symptom engenders further illness; that most defense 
costs must be met currently; that price stabilization is neither the single nor 
even the best method to control inflation. 

There are many statements in this paper which are attractively formulated 
and often partly true. The total impact is not persuasive to me. On the last 
page, there are three short summary statements purporting to encompass Mr. 
Paarlberg’s entire case. I am unable to accept any of these. 

First, Mr. Paarlberg holds that maximum production and not inflation con- 
trol is the real problem—that the benefits of inflation are dogmatically under- 
rated and the damage therefrom exaggerated by self-interested professional 
economists with fixed incomes. Apparent failure clearly to understand the deter- 
minants and the impact of inflation is general throughout the paper. The “chief 
charge . . . against inflation” is not that it.reduces levels of living. To assert 
that “another way . . . [to control inflation] . . . is to let prices rise, thereby 
pricing consumers out of the market” is a fallacy in reasoning from the parti- 
cular to the general. With general price stability, an increase in the price of a 
particular commodity will usually decrease its sale. A rise in general prices 
will not restrict the sale of commodities in general. Most economists consider 
that enhancement of the aggregate price level engenders enhancement of 
aggregate money income. Rising general prices can restrict total consumption 
only if wage distribution is rigidly controlled through forced allocation of 
wages to groups with consumption propensities lower than those of wage 


* These are the personal views of the writer and are not necessarily those of the 
Office of Price Stabilization. 
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earners. This method of dampening inflation is surely impracticable in the 
resent American economy. Further, such wage control in the “national melo- 
drama” must be quite as objectionable to Mr. Paarlberg as that “fair-haired 
hero, . . - Price Freeze.” Inflation is a price-income-price spiral. Rising money 
income without significant income redistribution does nothing to constrict total 
emand. 

In an economy not close to full employment, a mild and gradual and unantic- 
ipated rise in prices is stimulating to enterprise and to production. This is not 
now nor will it soon be the kind of problem to which economic stabilization 
is addressed. There was a drastic speculative inflation a year ago. There are 
now firm defense commitments which almost certainly assure heavy inflation- 
ary pressure in the near future. Even without full-scale war, such inflation if 
uncontrolled would be neither mild nor gradual nor would its continuance be 
jong unanticipated. The anticipation of price increases induces withholding 
goods from use. The more critical the defense need, the stronger would be the 
incentive to hold for further price increases. Rapid general price increases 
ae irregular among commodities. Inefficient producers are not weeded out. 
Labor, materials, and plants may be diverted from essential defense uses. 
Sellers will not make long term contracts necessary to efficient planning of 
production. Wage renegotiation will interrupt production processes. Specu- 
lative cunning is rewarded at the expense of productive efficiency. 

Economists agree that in normal times the free market best allocates resources. 
However, such allocation is achieved through changes in relative and not in 
general prices. The functions of relative price changes are impaired or 
destroyed when price rises are sharp and foreseen and are feeding upon them- 
selves. Mr. Paarlberg would be startled to observe the dislocation of relative 
prices disclosed by the freeze of January 26, 1951. He would apparently be 
surprised to know that a major function of the Economic Stablization Agency 
is to repair these dislocations and to restore the effectiveness of relative price 
changes in guiding resource use. The freeze of January 26th was a distasteful 
necessity. Even so, inspection of the eighty-odd tailored regulations, as many 
supplements to the General Ceiling Price Regulation, the amendments to 
both, and other forms of regulation issued since January 26th would indicate 
beyond doubt that price stabilization is not price freezing. It is a continuous 
process of maintaining normal price relations as well as containing general 
price levels. 

Mr. Paarlberg’s disregard of the costs of inflation is amazingly cavalier. 
There is severe damage to national defense and to productive efficiency but 
there are also major social costs: impairment of the whole social fabric 
through destruction of middle class assets; creation of antagonisms from 
income redistribution; damage to saving propensities and to capital creation; 
deterioration of morale because of speculators’ elevation in national emergency 
to the top income strata. 

Mr. Paarlberg’s second claim is that inflation may better be controlled by 
methods other than price and wage controls. All agree that direct controls 
should be only a part of the total attack upon inflation, but they are a necessary 
part in rapid mobilization. Effective direct controls encourage saving. They 
thus discourage speculative withholding and reduce the inflationary gap. Even 
if taxation and credit controls could substantially eliminate the inflationary gap, 
there would still be heavy and inevitable pressure in this full-employment 
economy for upward wage adjustments. We cannot in a mobilization economy 
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afford the unemployment which we normally tolerate and which serves no; 
mally as a brake upon inflation. Presumably, indirect controls limit wage ang 
other income pressures by restricting money demand to the extent tha 
—- can neither afford higher wage payments nor reflect wage increases 
in higher prices. However, the principal buyer of many strategic materials 
is Government. Here no such indirect control of wage and income levels js 
possible. And income increases in these fields would surely spread through the 
rest of the economy in the absence of direct control. Mr. Paarlberg could fruit. 
fully examine the changes during 1950 in prices of rifles, tanks, aircraft, and 
other military equipment. He might well consider the implications of these 
price changes. 

Third, Mr. Paarlberg holds that direct controls will surely transform Ameri- 
cans into a nation of traitors, beggars, law-breakers, wheedlers, scroungers, 
and special pleaders. I hold too high an opinion of Americans and of Ameri- 
can Government to concur in this view. Fairly devised and honestly admin. 
istered, an efficient system of direct controls can be enforced with only minor and 
temporary loss of individual economic independence—much less enduring and 
stringent than the loss of wy! from defeat by Communism. It is true that 
the public must understand the stabilization program and its obligations 
thereunder. I share Mr. Paarlberg’s belief in democracy and his faith in the 
soundness of informed public opinion. The extent and impact of black markets 
in World War II have been greatly overplayed. Until June 30, 1951, techniques 
were available to control such black markets. The experience of our British 
allies demonstrates that intelligent and law-abiding nations can in fact endure 
prolonged control without destruction of moral fiber or personal liberty. And 
in doing so they can defend themselves. 

I like controls no more than does Mr. Paarlberg. I look forward to the day 
when they can be lifted. Not long ago, all of us saw war. All of us now are 
in danger of a political force whose victory would mean far more serious 
results than price control. The American people have assumed terrible re- 
ponsibilities in their attempt to contain Communist imperialism. These respon- 
sibilities require us to accept the burdens of mobilization. They require us also 
. prevent the inflation which could as surely destroy us as could military 

efeat. 


DISCUSSION 


D. B. VARNER 
Michigan State College 


The United States, as well as the other nations of the free world, have a 
very genuine interest in the economic health of Canada. Part of this interest 
stems from the natural desire to see a neighbor doing well, but the primary 
cause for this concern over Canada’s welfare stems from the hard realization 
that Canada, with her vast supply of natural resources, is in a position to play 
a very important role in the current stand against Communism. 

Mr. Taylor has pointed out in his paper that the most important domestic 
problem confronting the Canadian people is that of controlling inflation. He 
has then described the tools which the Canadian government has chosen to 
use in combating this enemy. Up to this point, reliance has been placed almost 
wholly upon a scheme of indirect controls—monetary, credit and fiscal con- 
trols. 
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My assignment was to discuss Mr. Taylor’s paper. He has presented the case 
for indirect controls as clearly and concisely as could be desired. It is un- 
fortunate, from the standpoint of a discussion, that I adhere to the same posi- 
tion as that taken by Mr. Taylor. I am in such wholehearted agreement with 
his paper that I shall not discuss again the points he has made. 

While the —— of economists working in this area are on record as 

favoring the approach described by Mr. Taylor, the real proof of any program 
for controlling inflation lies in the degree of success attained by its applica- 
ion. 
: An interesting comparison develops from the fact that the United States has 
laced considerable emphasis upon a scheme of direct controls combined with 
its indirect measures, while in contrast Canada has relied almost entirely upon a 
program of indirect controls. Admittedly, it is difficult to make any quantitative 
measure of success achieved in stopping inflation. Nevertheless, there are some 
interesting symptoms which we can examine in comparing the results of the 
two approaches. 

The effects of inflationary pressures are usually measured in terms of price 
rises. Two indicators commonly used in determining the degree of inflation are 
the index of wholesale prices and the cost-of-living index. Reducing these two 
indices for Canada and the United States to a common base—May, 1950—we 
discover two interesting features. First, the indices of the two nations have 
moved together for the most part. Canada’s cost-of-living index has moved to a 
new high of 112 on June 1, 1951, while this figure for the United States has 
dropped slightly to 108. This is the greatest ape since the Korean affair 
began. On the other hand, the index of wholesale prices for the two countries 
was exactly the same—117—on June 1, 1951 (May 1950 = 100). 

The second interesting feature we find is that in both indices the Canadian 
price behavior has lagged rather consistently from one to two months be- 
hind the United States level. 

What conclusion may we draw from this comparison? There appears to be 
little evidence here to comfort either the advocates of the direct or the indirect 
control schemes. Certainly Canada, using the indirect approach, has not been 
more successful than the United States. Rather than pos that in this simple 
comparison we have shown indirect controls to be ineffective as compared with 
direct controls, I should like to make three observations. 

First, we may have exaggerated the importance of the direct controls we have 
employed in the United States—it may well be that the effective inflation con- 
trol has been in the area of the indirect measures. In support of this position 
let me submit two examples of what the indirect method has achieved since 
January 1, 1951. 

The Federal Reserve Board announced in March that it would no longer 
support a “pegged” bond market. Immediately, many government bonds 
dropped below par, with the result that some of our large financial institutions, 
particularly those in the field of housing, found themselves committed to paper 
with a relatively unfavorable yield. This was so in view of the fact that it was 
necessary for these financial institutions to sell their government bonds at a sub- 
par price in order to obtain liquid funds. The immediate reaction was a tighten- 
ing of the money supply available for housing. 

The effect of this move is well reflected in the fact that during the first 
five months of 1951 housing starts were at a rate of one million a year. Builders 
across the country are now freely predicting that unless the present credit 
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crisis is eased, and eased rapidly, the rate will drop to 600,000 during the secong 
half of 1951. 

A second example of what indirect controls have been able to achieve in this 
fight against inflation may be found when we examine the effective supply of 
money now in circulation. From January 1 to April 1, 1951, this total ‘has 
dropped from $177 billion to $172 billion—a net decline of $5 billion. This 
sort of action, it must be admitted, strikes at the heart of the problem—the 
reduction of the amount of money available to be spent for our limited supply of 

oods. 
, It may well be, then, that the tools used by Canada and the United States jn 
the fight against inflation are not different, but essentially the same. 

The second observation I should like to make in connection with this com. 
parison is that the Canadian Government has not, by her own admission, exer. 
cised her scheme of indirect controls with sufficient vigor. On July 1, 1951, a 
new personal and corporate income tax increase was made effective to buttress 
existing programs. Too, it must be recognized that the Canadian consuming 
public associates inflation control with price and wage control. They were con- 
ditioned to this during World War II. The new approach has undoubtedly ap. 
peared weak and ineffectual to them. This accounts for the continued period 
of dissaving, which has only recently been halted and reversed. 

The third point which should be made is that the Canadian economic system 
is so thoroughly geared in with that of the United States that it is virtually im- 
possible for her price levels to veer far away from those of the United States, 
This assumes, of course, that existing international trade conditions are not 
materially altered. Approximately 15 percent of all the goods she consumes are 
bought in the United States market, and about 15 percent of all the goods she 
produces are sold through this market. This is a significant part of her total 
product and quite naturally her price level cannot vary too sharply from that 
prevailing in the United States. Within rather broad limits, then, it may be 
said that, regardless of what action Canada takes to control inflation, her success 
in such an endeavor will depend largely upon what happens in the United 
States. 

I have not discussed Mr. Taylor’s paper as such. Let me repeat that it needs 
no discussion—it is a splendidly constructed presentation of the position held 
by the majority of economists today. Rather than discuss the paper, I have tried 
to paint a picture of the results attained under the scheme outlined by Mr. 
Taylor as compared to a combined system of direct and indirect controls as 
currently practiced by the United States. The results have been interesting but 
inconclusive. 

This much can be said for the Canadian approach at this time—they have 
done about as well as the United States in their effort to contain inflation, and 
have done so with a minimum of interference with the operation of the “auto- 
matic” features of their economic system. 
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ECONOMIC PROBLEMS OF UNDER- 
DEVELOPED AREAS 


Chairman: J. B. Rutherford, Department of Fisheries, Canada 


CONDITIONS FOR ECONOMIC CHANGE IN 
UNDERDEVELOPED COUNTRIES 


J. K. 
Harvard University 


I 


N THE last two and one half years—ever since President Truman in his 

inaugural message in January of 1949 called for a “bold new program” 
for assisting the undeveloped countries of the world—there has been an 
atraordinarily active discussion of the ways and means for promoting or 
facilitating economic progress in such countries. Text for this discussion 
has been provided by numerous studies of the requirements of individual 
countries and of national and international organizations for facilitating 
their development. The especially competent and comprehensive report 
recently published by the United Nations on Measures for the Economic 
Development of Under-Developed Countries‘ may properly be singled 
out for special mention. Indeed, so extensive has been the discussion and, 
by contrast, so comparatively slight the action on aid to undeveloped 
countries that one wonders if there are not some philosophers in these 
lands who, by now, are beginning to suppose that our interest in their 
problems is largely intellectual. Heavy and important claims are now 
being made on our resources and, in approaching any problem so intri- 
cate and even baffling as that of economic development, there is much to 
be said for a period of discussion, planning, and experiment such as we 
have just come through. Nonetheless, I confess to the view that the time 
for discussion of Point IV and its Commonwealth counterpart, the Co- 
lombo Plan, is now over, and the time for more determined action than we 
have yet witnessed has come. If such action is not possible, than we should 
terminate the discussion with the promises it implies. It is one thing to de- 
bate ways and means of helping a poor neighbor if one really intends to 
help him; it is something else again to have such a public inquest on his 
misery if he is serving only as an interesting case study in misfortune. 


II 


Having implied that little remains to be said on the subject of this paper 
and argued that not much more should be said, I am now in a position 
where I must ask my own permission to continue. Fortunately there is a 
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tradition which allows speakers to be generous with themselves in sy¢}, 
crises. There is one phase of the problem of development with which | 
would like to concern myself, which has had relatively little attention j, 
the recent discussion. We have concentrated on the means for initiatip 

progress and change in backward countries. We have looked, and per: 
haps properly, at the recognized instruments for effecting change—capita| 
accumulation and investment, development and application of technology, 
education and communication—and at the problems and prospects of em. 
ploying these instruments in the undeveloped world. While the issue has 
been by no means ignored, we have given far less attention to the under. 
lying causes of stagnation and progress in such communities. As the 
editors of the London Economist observed a few weeks ago: “Quite 
remarkably little systematic inquiry has been made into the causes and 
conditions of economic progress, and nobody can claim to know what the 
factors are that must be present before the spiral can begin to revolve” 

I do not pretend to have a knowledge of these factors and much less, in 
this paper, to provide a systematic catalogue of them. However, I am 
strongly attracted by certain common features of the undeveloped cou- 
tries which stand out in sharp contrast with those that are characterized 
by change. And certain of these empirical observations can be readily 
assimilated to the theory—more accurately perhaps to the logic—of change, 
The remainder of this paper is given to a discussion of the characteristics, 
common to the undeveloped societies, which suggest at least a first step 
toward a theory of stagnation. 

The first and very commonplace observation to be made about the un- 
developed and unprogressive countries is that they are all agricultural. 
It is evident, moreover, that there is a broad association between indus- 
trialization and change. There is no industrialized or substantially indus 
trialized country in the world which can be said to be stagnant; there 
are, of course, many agricultural countries that can be so described. 

It is possible to go a step further and say that, with exceptions of a 
rather special character, a purely agricultural country is likely to be 
unprogressive even in its agriculture. This is obviously not true of the 
temperate zone agricultural countries of the new world—Canada, a gen- 
eration ago; New Zealand, today—where western Europeans found e- 
tensive and little used land resources and a climate fairly similar to that 
to which they were accustomed. But it would appear that where a pattem 
of agricultural land use has once been established—when, speaking 
roughly, settlement is complete—industrialization is a powerful force for 
inducing change and development, even in agriculture. In westem 
Europe in the eighteenth and nineteenth centuries the great improve 
ments in agricultural methods and management proceeded almost it 
pace with the Industrial Revolution. The most spectacular agriculturl 
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development occurred in England, where industrialization also went 
farthest. In eastern and southern Europe, in the areas unreached 
by the Industrial Revolution, agriculture remained unchanged. No one 
would suggest that farmers of England, northern France or the North 
German Plain farm as their ancestors did 500 years ago. This is a common- 
place observation concerning southern Italian, Greek. or Balkan agricul- 
ture. The same comment can be made, with even greater accuracy, of the 
gttled but nonindustrialized areas of the Middle East, India and south- 
east Asia. 

Moreover, the relation of industrialization to agricultural change in the 
settled country is reasonably direct. In such a country, especially if it is 
densely populated, the scope for agricultural change is sharply circum- 
scribed by the land system and the relation of the people to the land. 
This framework can be, and normally is, far more important than any 
change that can occur within it. Given a rigid and perhaps exploitive 
tenure system, the fragmentation of land into small holdings and a con- 
tinuing struggle by many people to make a living off limited land re- 
sources—all commonplace features of settled countries—the opportunities 
for change are surely very few. Most modern technology is excluded; there 
are likely to be few or no alternatives to the current crop or crop and 
livestock combinations. 

The agriculture of such an area, in more precise terms, has already 
found its highest equilibrium of resource use, given the resources, and 
particularly the superabundant human supplies, which it must employ. 
This may be, and often is, at a very low level of welfare. And the nature 
of this equilibrium, coupled with the rigidities of the tenure system, is 
such that most of the opportunities for technological change—change of 
the kind that has increased the productivity of North American agri- 
culture—are precluded. 

This situation, as I have said, is a common place one. The Puerto Rican 
cane worker, who ekes out a miserable and undernourished existence, is 
nonetheless associated with an agricultural system which represents some- 
thing very close to the optimum use of the land and labor resources of the 
island. Were he engaged in producing any crop other than sugar, his real 
income would be even lower. Many of the opportunities for technological 
advance—the mechanization of cane harvesting, for example—are ruled 
out by the very plenitude of the labor resource of which he is a part. 
This same low optimum—decreased further by the rigidities associated with 
mall and fragmented holdings—undoubtedly characterizes the agricul- 
ture of India, the countries of southeast Asia and other parts of the un- 
developed world. I would not wish to rule out all possibilities for change 
within this context of resource availability and tenure. We have heard 
much, in recent times, of the gains from using even simple Western hand- 
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tools in Asian agriculture. I believe, however, that we should appraise 
such change carefully. It may be change within a context of continuing 
poverty. 

If [have correctly identified the character of this equilibrium; the obvioys 
escape from it is through the development of alternative economic Oppor- 
tunity. This means industrialization. The effect of industrial development 
in this context is that of a combined population, land, and market reform, 
In its full development, industrialization lessens the immediate pressure of 
population on land resources. It also enables or even requires a change in 
tenure and land systems to adjust to a lower intensity of labor use. And 
it provides the markets for a new range of production alternatives, Not 
only are opportunities for technical advance created but so, also, are 
strong incentives to such advance. We have here, in other words, an ex. 
ceedingly comprehensive force for agricultural change. It was the kind of 
change enforced upon English agriculture at the time of the Industrial 
Revolution and the second enclosure movement. It is the kind of pressure 
which—as Professor Schultz has described it in somewhat different terms- 
industrialization has kept on the agriculture of the northern United States 
for nearly a century and which, primarily expressed through labor short. 
age, we are now seeing applied to such areas as the Southeast and the 
Mississippi Delta. 

I should like to digress here for one practical observation. Since the end 
of the war, and especially during the last year or two, there has been some 
distress among those who have been working on the problems of the back- 
ward countries over the emphasis which governments of these countries 
place on industrialization. These governments have not infrequently been 
told that some of the enthusiasm they manifest for steel mills and hydro- 
electric plants might better be directed toward hybrid corn and pesticides. 
Without doubt there has been a world-wide tendency to identify progress 
with Pittsburgh and to neglect the commonplace in favor the grandiose, 
Yet it is apparent that we should not be too unqualified in our criticism of 
this drive. There may be more substance to these ambitions than we have 
supposed. More even of our own agricultural progress may be identified 
with Pittsburgh than we have guessed. 


Ill 


To establish an association between industry and change—or between 
lack of industrialization and stagnation—represents at best but modes 
progress on the tasks of this paper. I can hardly claim to have been 
dealing as yet with final causes of stagnation. Admitting that industry is 
a touchstone of change, why do many countries, rich in resources and 
amply supplied with manpower, remain primitively agricultural? Why 
does industry develop in some areas and not in others? 
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In our time there is a certain view of historical causation—that which 
attributes great changes to a man, great results to a battle and (with the 
modern exception of the Yalta Agreement) great settlements to a confer- 
ence-which has become deeply suspect. This same suspicion of seem- 
ingly too simple explanation has placed a ban on considerations of climate 
and geography in explaining economic development. No self-repecting 
scholar may say, for example, that a country is backward because its 
climate is hot and unhealthful. 

Yet when one looks at the undeveloped areas of the world he cannot 
escape a striking fact. To an extraordinary degree the problem of under- 
development is a problem of the equatorial world. There are important 
undeveloped areas outside the tropics. But if one marks off a belt a couple 
of thousand miles in width encircling the earth at the equator one finds 
within it no developed countries. The industry, such of it as there is, is 
extractive—tributary to economies farther north or south. The agriculture, 
excepting a substantial amount of plantation culture, is also primitive. 
Everywhere the standard of living is low and the span of human life is 
short. Surely all this is not an accident. 

We have on the North American doorstep, in the islands of the West In- 
dies, a problem in development which strongly suggests the unifying role 
of climate and geography. The land resources of these islands are, by any 
usual standards, quite rich—the British crown long set a higher value on 
these islands on the fringe of the tropics than on the bleak settlements on 
the Atlantic seaboard. The human stock shows great diversity as between 
the islands. Some islands are nearly pure African; some are nearly pure 
European; in one or two there is an American aboriginal strain. The 
islands have had every kind of political tutelage from the orderly if un- 
imaginative evolutionary policies of the British to the incredibly incom- 
petent and corrupt autocracy of Spain. Some have had nominal—and a 
considerable degree of practical—independence for more than a century. 
Yet the common feature of all, black, white, or brown, independent or 
colony of Britain, France, Spain, or the United States, is extreme poverty 
and—the heroic efforts of the Puerto Ricans are among the few exceptions 
-continuing stagnation. 

I do not pretend to know the reason for the association that appears 
to exist between climate and geography on the one hand and a low level 
of welfare and progress on the other. I do suspect that, as a result of some 
combination of biological and psychological factors in his adjustment to 
his environment, man has not yet fully mastered the problems of a highly 
technological existence in the tropics. There is a strong and long-standing 
conviction that man will always conquer his environment, however re- 
calcitrant that environment may be. So far as the tropics are concerned, 
this ego-serving belief may need reexamination. 
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IV 


As I have said, an exercise of the kind on which I am here engaged 
raises a difficult problem is disassociating cause from effect. We are all 
aware that capital is necessary for development. But is an ample supply of 
capital the cause of development or is development, as I rather suspect, 
the result of the determination of a community to go forward and to pro. 
vide the incentives to domestic saving and the security to home and for. 
eign investment which insure it a supply of capital? We know that re. 
sources on which capital may operate are necessary, but there is a wealth 
of evidence—especially from the tropics—which shows that resources are 
not a cause of well-rounded development. Likewise there are countries- 
Israel is a striking modern example—where a meagre endowment of re. 
sources does not inhibit development. Investment in human beings, espe- 
cially in education and health, is obviously necessary to progress. How- 
ever, in the United States and Canada and elsewhere in the westem 
world, investment particularly in education has been inspired, in very 
large measure, by an appreciation of its relation to progress. In brief, back 
of what may be called the instrumentalities of change, there must be a 
strong and effectively expressed desire for change. 

This brings me to the character of the government of the country. If 
we look at the countries that have been characterized by great change in 
the last century we will find that they have all had avowedly popular 
government. They have not all been parliamentary democracies—although 
the greatest changes have been associated with this manifestation of 
popular government. However, they have all been governments, 
even in the case of dictatorships, which have made serious claims to 
governing on behalf of the people. In contrast, and equally without ex- 
ception, the areas of stagnation have been those that were subject to 
colonial domination or where a domestic oligarchy has made, at most, only 
a shallow pretense to serving an interest beyond its own. I know of no 
backward country which can be said to have had a truly popular goverr- 
ment. 

There are excellent economic reasons why change should be associated 
with, and confined to, popular government. Material progress is to the 
advantage of the masses of the people. If they are in command of their 
political destiny, or if they are of sufficient political consequence so that 
dictators can remain in power only by their claim to serve mass welfare, 
there will be progress. But progress does not necessarily reward the 
colonial power or the domestic oligarchy. It may, on the contrary, be posi- 
tively damaging and even dangerous to them. Landlords in backward 
countries, if they see clearly their interest as some have the undoubted 
capacity to do, will not welcome the industrialization that will make their 
labor independent and expensive. The merchants who man the tollgates 
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at the ports of the Caribbean and South American countries do not want 
modern methods of mass distribution which would promptly bypass them. 
The soldiers who infest the political life of the South American republics 
would be quickly returned to barracks by the business classes and the 
labor and farm movements that effective economic development would 
bring. 

In the past few years we have somehow managed to persuade ourselves 
that all of the governments of the world want economic progress. This is 
undoubtedly true of the great masses of the people of the world. But we 
should not suppose that the lip service that members of their governments 
pay to these aspirations reflects, in all cases, a genuine desire for change. 
In important parts of the world—in much of South America and the 
Middle East and elsewhere in Asia with such great exceptions as India— 
governments are still the property or the puppets of small groups whose 
future security may be not with progress but with stagnation. It is idle to 
hope that these groups will misinterpret or ignore their own short-run 
interest and become reliable partisans of progress. Evidently this is part 
of the lesson to be drawn from the recent misadventures of American 
policy in China. Currently in Iran we are apparently seeing a wealthy 
land-owning caste channeling the grievances of the masses into a virulent 
nationalism which has become in effect an attack on economic develop- 
ment. 

What I have just said has a special application to the much discussed 
matter of land reform in the backward countries—a subject in which, as 
agricultural economists, we have a special interest. As to the importance 
of land reform in many of the countries of which we are talking there 
can be no doubt. It is a prime requisite of social stability and of progress 
in agricultural methods and technology. In many cases it is a condition 
precedent to a successful Point IV Program. No one should expect to 
interest a farmer in improved strains and varieties of crops and livestock, 
in improvement of his farm plant or in the employment of more and better 
equipment if he is surrendering three fourths of his production—and a 
like share of any increase—to landlords, usurers, and tax farmers. The 
Communists have learned that in the backward countries the promise of 
land is their most efficient method of winning converts—instead of rescu- 
ing mankind from what Marx once called the idiocy of rural life, the 
modern Marxist offers the local equivalent of 40 acres and a mule. 

Unfortunately, some of our current discussion of land reform in the 
undeveloped countries proceeds as though this reform were something 
that a government proclaims on any fine morning—that it gives land to the 
tenants as it might give pensions to old soldiers or as it might reform 
the administration of justice. In fact, a land reform is a revolutionary step; 
it passes power, property, and status ‘from one group in the community to 
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another. If the government of the country is dominated or strongly in- 
fluenced by the landholding groups—the one that is losing its prerogatives 
—no one should expect effective land legislation as an act of grace. It wil] 
occur, if at all, only as it has occurred in Japan, Korea, and on Formosa 
under the extreme force of circumstances and, perhaps, under extreme 
outside pressure. The world is composed of many different kinds of 
people, but those who own land are not so different—whether they live in 
China, Persia, Mississippi, or Quebec—that they will meet and happily 
vote themselves out of its possession. The best assurance of land reform, 
which I for one hope can be orderly and peaceful, is a popular govern. 
ment by those who really want reform. 


V 


At this point it would be natural for the listener to inquire if I haven't 
proved too much. Are not the forces making for stagnation overwhelming? 
What possible hope can there be for progress in, say, a nonindustrial coun. 
try in the tropics governed by the agents of a small property-owning class? 

In the eighteenth and nineteenth centuries English philosophers—Adam 
Smith, Malthus, Walter Bagehot—were inclined to regard progress as 
abnormal—a peculiarity of the English-speaking world and its periphery. 
Perhaps we have swung too far in the other direction in regarding change 
as normal—as a problem overcoming resistances, great or small, which 
however will surely be overcome. Yet on the side of the modern optimism, 
if it may be called that, is the undoubted desire of people the world over 
for change. This is surely the greatest assurance of change. In the great 
struggle which now divides the world, it is also the assurance of friend- 
ship for those who facilitate progress by deeds, not words. 


local 
sions 
tion 
is tri 
cont. 
conc 
corn 
velo 
bioti 
gene 
saril 
sopl 
sciel 
intir 
ena 
envi 
I th 
forc 
dev 
adv 
this 
cou 
C 

of ¢ 
am 
thir 
and 
any 
alw 
apy 
ac 
in} 
eve 
gre 
knc 


SOME PROBLEMS INVOLVED IN TRANSFERRING 
TECHNOLOGY TO UNDERDEVELOPED AREAS 


HERRELL DEGRAFF 
Cornell University 


E LIVE in a world about which it is dangerous, if not indeed fool- 

hardy, to generalize. The problems of different peoples in different 
areas are highly specific. Region by region around the world, and even 
locality by locality, the social mores of the people, the cultural compul- 
sions, and the economic motivations are characterized far more by varia- 
tion than by conformity to any generalized pattern. In large part the same 
is true in the application of scientific and technical knowledge, and would 
continue to be true even if the problems with which the social scientist 
concerns himself were not complicating factors. For example, an improved 
corn for a specific locality in the High Plateau of Mexico cannot be de- 
veloped in Iowa. The comparative climate, soils, crop pests, and other 
biotic factors are much too divergent. To be sure, the same science of 
genetics is used. And simply to work with the corn one does not neces- 
sarily have to learn a new language or acquire insight into new philo- 
sophical and cultural systems. But the genetic science—or it might be soil 
science, or entomological science, or other—must be applied against an 
intimate knowledge of local environmental conditions. And even phenom- 
ena which can be classified as readily as can physical and biological 
environments cannot be generalized on any but the broadest of regions. 
I think we can state as a principle, possibly having behind it almost the 
force-of a natural law, that the problems of technological transfer and of 
development are local and specific, and will remain so. In. the economic 
advancement of the countries we now choose to call the developed ones, 
this principle has been apparent. Surely it is not likely to be less true in 
countries where much development is yet to be achieved. 

On this point it seems to me important to recognize that when we speak 
of developed and undeveloped areas we are not contrasting absolutes. As 
a maximum we can refer only to degrees of difference. There is no such 
thing as a fully developed country or area, nor can there be while science 
and technology remain dynamic. On the other land there are few if 
any wholly undeveloped areas. The capacity of any area to produce is 
always a function of the science, technology, and corresponding capital 
applied to the resources to which it has access. Even the resources are not 
a constant, but rather they expand and stretch as a basis for production 
in relation to the science and technology applied to them. Consequently, 
even the presently most developed regions have in store potentially 
greater development from the further application of existing scientific 
knowledge and from new scientific discoveries yet to be made. 
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With respect to those areas now less developed—such as the countries 
containing the half of the world’s population which has annual income 
of less than $100 per capita—we are essentially concerning ourselves with 
shortening the lag period between scientific and technological discovery 
and its application to local production problems. Some writers have 
recently suggested that an adequate body of technical knowledge already 
exists, if and when it is applied, to meet in full the world’s peodsiell 
needs. I suppose, in fact I believe, that this statement is entirely correct, 
as far as it goes. It is a statement which makes good reading, which can 
capture headlines, and in which many persons seem to take much comfort, 
But it does not solve the production problems nor reduce the existing wide. 
spread poverty. It minimizes or ignores the applied research throu 
which the science may be adapted to locally varying conditions. It passes 
off with a shrug the complex cultural and economic problems which may 
be the most serious deterrents to actual application. 

Scientists have long been prone to believe that there are no effective 
boundaries around knowledge. Except for restrictions demanded for 
security purposes, this idea is essentially correct—within the limitations 
of the relationship of scientist to scientist. The major languages are widely 
read, publications are easily exchanged, and international congresses of 
scientists are commonplace. But communication only between scientist 
and scientist is not enough. In development problems our real concern is 
the dissemination of knowledge to the actual producer on the farm and in 
the shop. And here we run head on into the fact that the understanding 
and application of science are genérally found to exist in inverse ratio to 
the degree of ignorance, illiteracy, and superstition among farmers and 
other workers. Scientists, even very able ones, may live and work in any 
area, including those much underdeveloped. But if they have little or no 
communication with the actual producer, they make little contribution to 
his production problems. 

Unfortunately, the greater part, if not indeed all, of the less developed 
regions of the world have been handicapped by what have been essenti- 
ally aristocratic education systems. Perhaps this is one of the most im- 
portant of all reasons why these areas have remained underdeveloped. 

In a society where only the specially privileged can get an education, 
the educated few become a caste apart. This is based largely on the exag- 
gerated respect extended to educated persons in practically all parts of 
the world, and stems from the time when only a churchman or an aristo- 
crat could obtain an education. Being of a superior caste, the educated per- 
son looks down his nose at artisans and tradesman, and especially at 
farmers. He has come so far from the necessity of grubbing his own 
food that anything so menial as he regards farming to be is beneath his 
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not get dirt under his fingernails or grease on his clothes. To suggest that 
he ought to get manure on his boots and barley beards down his neck 
would be rank insubordination. 

Consequently, where aristocratic education has prevailed (aristocratic in 
fact if not in name) the educated person could talk only with another 
educated person, the scientist only with another scientist. Because they 
were remote from actual production problems, the scientists turned to 
pure science. Some of the world’s finest work in pure science has come out 
of countries or social groups where formal schooling was in effect denied 
to all but the economically or socially privileged few. But generally speak- 
ing, the application of that science has been made largely in the more 
developed countries, where much more nearly universal education has 
prevailed; where the son of any family, however poor, has had access to 
education limited only by his own capacity and drive; and where, having 
acquired scientific training, he has applied it to the production problems 
of his own people who remained on the farm or in industry. 

Unfortunately, education of the aristocratic type is still a major prob- 
lem—to my thinking, one of the most serious problems—in the develop- 
ment of the underdeveloped regions. Even in countries where significant 
starts have been made in bringing young men from the lower social strata 
and from the agricultural villages into the technical schools and universi- 
ties, the great majority of these trained persons do not go back to their 
people. Their education sets them apart. It weans them away from their 
families and their villages. Instead of applying their training directly on 
the farms and in the small industries of the area from which they came, a 
discouragingly large proportion take ineffectual jobs in ineffectual govern- 
ment offices. 

The tragedy of this is obvious. A lack of trained personnel, working in 
an environment and under leadership which stimulates scientific applica- 
tions, is one of the great handicaps of the underdeveloped regions. More- 
over, the technically educated persons of these areas are generally better 
trained in textbook theory than they are in production practice. I believe 
one of the services of greatest permanent value which the more developed 
countries can render to the less developed is to concentrate on extending 
the training of promising young scientists from the underdeveloped 
regions, and to instill in them a new scientific motivation toward practical 
application of their training. A major lesson, perhaps one of the most 
important that a majority of these young men need to learn, is that both 
physical work and dirty hands have dignity. In the final reckoning it will 
be national rather than visiting scientists who must carry forward the 
greater part of the basic improvement work if resource development and 
changing production practices are to be continuous. 

Development does mean change: And that fact, so commonplace to us 
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that we accept it as a matter of course and without question, is another of 
the difficult problems in the technological advancement of many unde. 
developed areas. People in general, but especially farmer folk, who have 
lived for generations in an environment characterized by little change 
who follow religiously the methods and practices of their forebears, toad 
quite naturally to look upon change with misgiving. Our agriculturists and 
scientists, for example, when visiting in such regions are quite prone tp 
conclude that these native farmers are tradition-bound and slow to change 
even to the point of obstinacy. It can help us a great deal, both in under. 
standing and in helping them, to recognize that a majority of these people 
proceed from an entirely different motivation than do our farmers. The 
major part, although certainly not all, of the farmers of the less developed 
areas operate essentially to feed their families directly from their farms 
rather than to sell in the market place. Profit is not their motivation nearly 
so much as is survival. Their little crops of basic food stuffs are their very 
existence. They know that if they do not harvest they will not eat. Thus, 
they seek not the biggest crop but the surest crop. Their most haunting 
fear is that things will get worse, and to their way of thinking a change in 
their production methods may have precisely that result. We must recog- 
nize that their thought is not so much: “If it was good enough for grand- 
father and father it is good enough for me.” Much more nearly it is: 
“Father and grandfather, and the generations before them, each survived 
by doing it this way. Thus, I am here. If I do things the same way, I will 
survive—and my children after me, if only they will follow the time- 
proven methods.” Vastly more generations of men have been stimulated 
by this motive than by black ink in an account book. The majority of the 
farmers in the less developed areas, especially the small operators, still 
respond essentially to this stimulus, and for this very sound reason make 
changes slowly and cautiously. It ill behooves any technologist who 
starts out to aid them to be impatient with their ideas—and he will not 
accomplish much in the way of development if he is. 

A cautious native farmer is not quickly interested, as our commercial 
farmers are, in an improved seed stock which may have shown marked 
promise in the experimental field. And again, in terms of his survival 
motivation, there is good reason. He wants to know not only what the 
crop might have done this year or in any one year, but he wants also to 
know what it would do in other years when climatic, or soil, or pest condi- 
tions might be highly adverse. He intuitively hesitates to make any break 
in the biological balance of his present farming system. 

Perhaps the simplest way to express this thought is to note that when 
Nature is left to her own devices in plant and animal selection she creates 
a balanced biological community. Each kind of plant, for example, either 
must have or develop tolerance to the environment in which it grows, 
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including adjustment to such complex factors as climatic variations, soil 
conditions, animals, insects, and diseases, or it cannot survive, and passes 
out of the picture. 

I have become convinced that long continued native agricultures are 
essentially expressions of this survival-of-the-fittest selection. Soils long 
abused, often by single cropping and without any adequate maintenance 
of fertility, attain a balance of productivity—low level, of course—with the 
climate, the crops grown, and the cultural practices. The crops, struggling 
over the many years in a less-than-favorable environment, come into bal- 
ance—again at a low level of yield potential—with the soil, the cultural 
practices, the cold or heat, the wetness or drought, the insects, and the 
plant diseases. Even the farm practices, primitive as they may seem to 
farmers from a more progressive environment, become actually a part of 
the balance. And the pests and diseases, uncontrolled as they appear to 
be to another farmer raised with seed treating equipment in one hand and 
a sprayer in the other, are in fact controlled with no small effectiveness by 
the time developed balance of biological and physical factors in which 
they exist. To be.sure, generation upon generation of native farmers have 
selected, however haphazardly, against the adverse factors and in favor of 
their crops. Though the result is a low-yield farming system, it does attain 
an important degree of year-to-year certainty. 

To make some breaks in this balance, as for example by the introduction 
of new crop types, without following through to meet the many faceted 
additional requirements for a new balance, could result in ineffective or 
even disastrous changes. Any newly created farming system could be 
worse than the old, or better by a little, or far superior, depending directly 
upon how fully the multiple essentials of a new and higher level biological 
balance are supplied. 

This seems to me to be an important principle which underlies agri- 
cultural development everywhere. It brings sharply into focus the breadth 
and balance of the research program required in highly scientific com- 
mercial farming. Even more forcefully, it emphasizes that scientific and 
technical changes in the less developed areas can never be a one-shot 
effort. Rather a continuing and expanding process of change is essential. 
Whenever the scientist and the farmer have once made a break in a 
natural biological balance, they are forever thereafter trying to create a 
new and better balance in order to realize upon the gains already made. 
This new balance is always a goal. It is never an accomplished fact be- 
cause the goal always recedes with each further scientific gain. The first 
improvement upon nature might be said to start a chain reaction of es- 
sential additional improvements and never afterward, assuming develop- 
ment is to continue, is there any stopping place in the process of more 
scientific research and more application of the research results. 
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Obviously, and fortunately, in the vast underdeveloped areas no fully 
blown program of research and extension is necessary as a place of begin. 
ning. Very real contributions can be achieved from a humble start if the 
work is carefully conceived and directed first toward those conditions 
extremely variable from one place to another, which are presently mot 
limiting to production accomplishments. But it is only to be expected that 
even small beginnings may take hold slowly among the uneducated and 
superstitious peoples of the least developed regions. Anthropologiststs have 
learned that the first change in the traditional practices of ancient folk 
cultures is the most difficult to make. Subsequent changes come more 
easily after a first break with tradition has been successful. 

But certainly many regions of the world in which further development 
is a pressing matter are much advanced beyond this extreme level of 
primitiveness. Characteristically, these are areas where the process of 
change is already established, and where further change and improvement 
is at least willingly accepted, if not eagerly sought, by a significant pro- 
portion of farmers and others. Under these conditions, the problem of 
maintaining an economic balance in the farming system is perhaps fully 
as complex as the problem of the biological balance. Development does 
lead inevitably to a need for reapportioning the factors of production, 
But reapportionment is properly to be seen as a delicate rather than a 
gross adjustment. Correspondingly more farm equipment and less hand 
labor may be desirable as nonfarming opportunities for employment in- 
crease, but such changes are seldom if ever rapid enough to justify a broad 
jump in farming equipment from a sickle to a combine or from a hoe toa 
tractor. 

Many developing countries and regions seem to me to be placing exag- 
gerated emphasis on farm mechanization compared to the work they are 
doing on readily applicable biological science. Machines may sharply in- 
crease labor efficiency, but to what end, where farm labor is superabun- 
dant and opportunities for nonfarm employment are exceedingly limited? 
Applied science by contrast may bring sharply increased yields from the 
available land area—and land in most of the regions we are talking about 
is much less abundant than labor. 

This overemphasis on mechanization became apparent to me in the 
plateau region of central Mexico where I observed these problems at 
first hand. The Mexican farmers tend to look across the Rio Grande and 
say, “Where the American farmer is mechanized, he is prosperous. There- 
fore, we will be prosperous if we have similar machines.” What these 
farmers aspire to especially are tractors and tractor tools. They do need 
improved implements, but for the most part they do not need tractors. 

The most common agricultural implement in Mexico is still the wooden 
plow. It is used with mules on some farms but more typically with oxen. 
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This plow is hardly more than a crooked stick affair, made with no iron or 
steel except perhaps three or four pounds on the point and a clevis at the 
end of the beam. It has no moldboard, but merely breaks the soil and 
pushes it to either side. The Mexicans call it the arado egypto, or Egyptian 

low. It was introduced centuries ago from North Africa into Spain and 
was brought by the Spaniards to Central America where for 400 
years it has remained unchanged. In 1940, according to the census of that 
year, 60 percent of the plows in Mexico were of this type. 

By going three or four times over a field this plow will break the 
ground for planting, but except under very favorable conditions it does not 
prepare a good seed-bed. Small steel turning plows now made in Mexico 
to sell for the peso equivalent of $9 to $10 will do a much better job of 
preparing a field for seeding. A new wooden plow costs only a quarter 
as much, but an equally important reason why many Mexicans stick to the 
wooden plow is that they use it for cultivating corn and other row crops as 
well as for plowing. Two new tools, and sometimes three, are necessary 
to replace it: a turning plow, perhaps also a shovel plow, and a steel 
cultivator. Cultivating corn with the wooden plow involves running it 
close to the row, where in mellow soil it digs five to six inches deep and 
shears off the side roots of the plants. The two or three steel tools already 
mentioned, and perhaps also a small steel harrow, should quickly pay for 
themselves through increased yield resulting from better seed-bed prepa- 
ration and reduced crop injury. 

Tractors in central and southern Mexico, even on the few large farms, 
have to compete with abundant and very cheap labor which at present 
has little alternative opportunity for employment if it is displaced from 
agriculture. Consequently, any widespread use of mechanical power 
would present both economic and social problems. On Mexico's two mil- 
lion small farm units (less than five hectares of cropland) the typical 
operator, even with his present methods, has only 160 to 200 days of 
productive work a year, and no excessive labor peaks. That is, he is 
already much underemployed. If tractors were brought in, even on a co- 
operative or hired basis, some work which the operator and his family 
now accomplish—in a laborious fashion to be sure—would become a cash 
expense which could not be offset by other productive work. 

The point here emphasized, for Mexico and many other similar coun- 
tries, is that improvement in their farm equipment is much to be desired, 
but does not necessitate supplanting crude tools with tractors. Mechaniza- 
tion may proceed in shorter steps, from sickle to scythe for example—a 
step which many Mexican farmers have not yet made. Merely the fact that 
certain tools have given way to bigger and faster ones in some countries 
where labor has become extremely expensive does not mean that other 
farmers in other circumstances should jump from their present implements 
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across the intermediate steps to where a few highly mechanized farmer, 
now are. Again this is a point difficult to generalize, but the equipment 
improvements most needed in the still underdeveloped regions are one 
which will make possible better seed-bed preparation or in other ways in- 
crease the crop yields, rather than tools essentially designed to save labor 

The argument is often advanced that areas with a great deal of develo 
mental catching up yet ahead of them fortunately need not go through all 
the intermediate steps experienced by the regions now more developed, 
In many ways this is a reasonable expectation. But certainly with respect 
to equipment adoption it may be argued that a much sounder proportion. 
ing of the production factors will result if the machinery advances are 
more moderate than rapid. And may I repeat that in many circumstances 
I think mechanization can easily be overemphasized relative to the es. 
sential advancement in biological science. 

Obviously it is to be expected that farmers shifting for the first time to 
a commercial type of operation will be much perplexed and often clumsy 
at the task of maintaining a rewarding economic balance in their business, 
Blending the costs of land, labor, equipment, and production supplies into 
a grow-it-and-eat-it system of farming is quite a simple matter in com- 
parison with the same problem in commercial agriculture. And it cannot 
be overlooked that, inevitably and unavoidably, development does mean 
a shift toward commercialization. Furthermore, a very large part of the 
problems involved in transferring technology center in this fact. 

Development means a trend toward new seed stocks, new methods of 
pest control, chemical fertilizer, and an increased use of tools. Thus, it 
means increasing contact with other farmers and with nonfarm industry. 
It forces the farmer increasingly into the market place. It leads to new 
dependence upon transportation and communication. It substitutes a cash 
economy for the prevalent and traditional barter system. All this is com- 
monplace to us. But it was not to our grandparents and great-grand- 
parents a hundred years ago. We tend all too easily to forget what a 
prolonged and laborious process was the transformation of our own agri- 
culture into a commercialized, mechanized, and reasonably scientific 
system. In consequence many of us are prone to expect changes to be 
accomplished in the still underdeveloped areas much more rapidly than 
is at all likely to be the case. Those who think there might be as much as 
a doubling of living standards in any significant part of the less developed 
. regions in as little as one to two decades are letting wishes be father of 
their thoughts. 

I feel compelled to mention two other problems before closing, both of 
which are worthy of extended treatment. The first of these is the problem 
of credit. 

A shift in agriculture toward more commercial production invariably 
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requires capital. But capital is scarce in the less developed regions, and 
usually farmers have very limited access to what is available. People un- 
accustomed to handling and using money are not the best type of risk for 
a lender, and need much supervision if their loans are to be productive 
and pay out. Moreover, loans of this type are of small size and exceedingly 
expensive to service. Even from interest rates which to us seem usurious 
there may be little net return to the lender. In consequence, industrial 
developments almost invariably can bid the limited capital supply away 
from agriculture so that farming improvements are starved for capital and 
retarded as a result. 

The other problem to which I wish to make reference, even though it 
has to be in an equally brief and unsatisfactory manner, is the deadening 
and retarding influence of the rigid social and economic institutional pat- 
tern which characterizes many of the underdeveloped regions. Where the 
institutions by which men live are highly flexible, they tend constantly to 
adjust to the changing social and economic motivations and objectives of 
the people. Such an institutional pattern is an evolutionary one. It imposes 
the minimum of drag upon economic and social changes. 

By contrast, a system of rigid institutions—for example in land tenure, 
in education, in occupational choice, and the like—has a seriously retard- 
ing effect upon social and economic advancement. Whether or not we like 
the thought, this problem is an impediment to development in precisely 
the places where the need for development is most pressing. 

Checking back over this paper I had the disturbing feeling that it 
sounds pessimistic. That certainly was not the intention—my objective was 
only to be realistic. That developmental changes will come slowly is only 
to be expected. I repeat that they came rather slowly, in the sense that 
they took decades rather than merely years, in the now more developed 
countries. But changes do come, and they can be aided, but not accom- 
plished overnight. From any one year to the next they might be difficult 
to see or measure. But the hopeful note is that developmental changes 
may grow like the compound interest table, with each year’s gain com- 
pounded to what has gone before. Even a low rate of increment builds 
up imposingly in this process. 


DISCUSSION 


LAWRENCE WITT 
Michigan State College 


Dr. Galbraith suggests that the Point IV Program is directed primarily 
towards countries characterized by economic stagnation. He objects to the 
word “underdeveloped” since it is applicable to many of the high income 
industrialized nations. He argues that the countries characterized by economic 
stagnation need industrial development first rather than agricultural improve- 
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ment, despite their overwhelming dependence on agriculture. In examinin 
their failure to industrialize to date he concludes that industrialization does 
not occur in a tropical climate, regardless of the resources, racial com. 
position, or type of government. He further concludes that a popular government 
or a benevolent despotism is a necessary condition for economic change and 
ae, and that land reform and a wider distribution of ownership of the 
actor of production and political power are essential elements of material 
rogress. 

What generalizations would the Incas or the Romans have offered as th 
looked at the economic future of the North American Continent or to Gaul, 
Britain, or Germany in Northern Europe? It is likely that they would have 
argued that the cold climates, severe winters and inability to establish stable, 
well-organized political systems were serious handicaps to the development 
of these areas. Only in the warm climates did they have the resources, the 
technical progress, and the organizing genius needed for a comparatively high 
level economic system. Certainly it was true that innovations moved northward 
from these areas. Corn, potatoes, beans, and a variety of vegetables were 
selected and developed by the Incas and Aztecs and distributed through them 
to the temperate zones. Our debts to the Romans in legal concepts, architecture, 
and other things are well known. 

Against this background we must view Dr. Galbraith’s suggestions as an 
attempt to characterize recent historical trends. As such it has considerable 
appeal. We might raise questions of detail, such as the nature of the govern- 
ments of Argentina, Turkey, Japan, and emg the Soviet Union during 
the early stages of change and industrialization. Were they in fact, gover- 
ments “which have made serious claims to governing in behalf of the people?” 
However, my major comment on the paper concerns the implication that since 
economic stagnation has been and is the dominant characteristic, that it will 
continue to be so. Even if we do conclude that the probabilities favor ‘his 
argument, this period of world tension precludes neglecting any opportunity 
to draw these poor nations into our economic and political orbit. Let us view 
these obstacles as hills to be surmounted, not as mountains which turn us 
back. 

In order to save time and space, let me enumerate a few major comments 
as specific points. 

1. Lest I be misunderstood in that which follows, let me accept Dr. 
Galbraith’s suggestion that a favorable political, economic, and social climate 
aids greatly in facilitating change. It is a basic assumption of the Point IV 
Program that economic development is desirable and that the peoples of the 
world want rising levels of material well-being. Thus it is assumed that meas- 
ures necessary for this goal will be accepted even though it requires land 
reform, changes in the distribution of income and political power, mass edu- 
cation and/or innovations in production techniques. That economic progress 
is desirable is a common sense Western idea but is not so clearly accepted 
by many Eastern peoples. How to make the ideal of economic progress more 
universally accepted is definitely one of the problems which technical assistance 
programs must face. 

2. There is considerable indication that technological progress for the tropics 
is growing in importance. Technical and economic progress in Europe and 
North America has been particularly adapted to the climate, more level and 
fertile lands and resources of the temperate zone. Have these developments 
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of the past two centuries (a brief moment in the history of Man) been inevitable 
or merely happenstance? Of course, once the process was started, the ac- 
companying cultural revolution helped it to feed upon itself to bring about 
the amazing increases in material welfare which we are enjoying today. Other 
areas were left behind in the backwash as areas of economic stagnation. Schultz 
argues along this line in his Reflections on Poverty in Agriculture. 

Perhaps such a sequence is just over the horizon for the rough lands, the 
corer soils, and the tropical areas of the world. Recent developments in insect 
control are primarily a matter of comfort as far as man in the temperate zone 
is concerned, but mosquito and fly control in the tropics means the difference 
between life and death, or at least between good health and debilitating 
endemic sicknesses. It also means much to the physical condition and rates 
of gain of animals in the tropics. The development of a livestock industry in 
Florida is suggestive of the possibilities. We could go on to contrast the 
potentially greater impact of nutritional knowledge on the average worker 
in the tropics, of fertilizer use on the poorer soils around the world, or the 
application of plant breeding to tropical plants. It is reported that coffee 
trees have been developed which produce not 25 or 40 percent more but 
eight to 10 times more per tree than trees now producing. 

3, In many countries agricultural development must precede or accompany 
industrial development. Let me quote one paragraph from the United Nations 
report cited by Dr. Galbraith: 

It is thus clear that there is no need to choose between developing agriculture 
and developing industry; both must be pursued. In countries which are short of 
labor the way to industrialization lies through the improvement of agriculture; while 
in countries that have a surplus rural population, the way to the improvement of 
agriculture lies partly through the development of manufacturing industry. In either 
case, both must figure largely in any development programme.* 


I wonder whether our speaker was unduly impressed with the problems of 
India and China and gave little consideration to areas like Africa, Turkey, 
and South America. Without agricultural development, countries may find 
themselves in the position of Venezuela, with heavy food imports, an in- 
adequate agricultural plant, and little foreign exchange and domestic capital 
available for industrialization, despite their large exports of petroleum. 

One other point on industrialization is pertinent. The most logical type of 
industry is one which processes the raw materials produced for domestic or 
foreign consumption. Yet if products are processed for exports, a higher tariff 
is usually charged by the United States and other industrial countries. So 
agricultural nations turn to protective tariffs to stimulate production of items 
they normally import! 

4. Recent gains in the terms of trade must be used for the benefit of the 
entire economy. Increases in the prices of rubber, tin, wool, and other raw 
materials have brought large increases in income and foreign exchange to 
their producers.? This further encourages the concentration of economic effort 


*United Nations, Measures for the Economic Development of Underdeveloped 
Countries, New York, May 1951, p. 59. 

*If Malaya and Indonesia export at the same rate in 1950-51 as in 1949 the 
exports wall earn three times as much foreign exchange for the former and twice 


as much for the latter country, an increase of a billion and a half American dollars. 
Onno van Teutem, “Economic Impacts of Defense Mobilization on Selected Coun- 
tries,” unpublished master’s thesis, Miclfigan State College, 1951. 
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on the specialized export products, which may well be in keeping with lon 
and short run comparative advantage, provided the traditional price instabilit? 
can be mitigated. An opportunity is provided for economic advances if (a) 
import prices rise less rapidly, and (b) the rest of the nation can somehow 
capture part of the increased incomes for domestic capital formation, This 
means one of two alternatives. The recipients of the higher prices may save 
a substantial part of their increased incomes for domestic investment and jp. 
crease the usually low proportion of consumption represented by savings. How. 
ever, it is more likely that the State through fiscal measures must capture and 
use the added income for needed capital investments. This is one aspect of 
liberal government which is important in the first point listed above. Moreover, 
adequate use of these funds will reduce materially the amount of foreign capital 
needed. An important source of capital formation in an underdeveloped agri. 
cultural country is the returns from agriculture. 

5. Another important aspect of industrialization is the impact on the birth 
rate and population. Expanding production in the past has led to increasing 
population in the underdeveloped areas and rising levels of living in the 
industrialized areas. How we move from the first case to the second is a serious 
problem. Is there any way in which social and economic planning can be con- 
ducted which will provide positive checks on population growth without wait- 
ing for a large degree of industrialization? Furthermore and more important, 
is control of population a goal which will be acceptable to the underdeveloped 
countries? 

One final remark: The pessimism which Dr. Galbraith feels concerning the 
areas of the world with low per capita incomes is similar to that which some 
have had towards the problems of Quebec or southern United States. In many 
respects, the problems are similar. In recent years we have found means of 
stimulating progress, not as fast as we might like, nevertheless, change is 
occurring both in agricultural and in industrial development. I see equally 
cogent reasons for being hopeful about doing something to help move some 
of the underdeveloped countries off dead center. But it is not a task which 
will be accomplished today and tomorrow. It is a process which will take 
time, and alternations of progress and retrogression. We must view economic 
development in terms of the broad problems the world faces today, not as 
economic development alone. The cleavage of the world into two armed 
camps has made at least one decision clear. We are going to try to improve 
the economic situation in the less industrialized areas as a matter of self- 
preservation. The question is not whether we should, but rather what are the 
most appropriate ways and means of doing so. If we are to play our role 
in the world it is incumbent upon us to strive to encourage the forces which 
lift men above the levels of simple existence and give them everywhere an 
opportunity to control their destinies. 


DISCUSSION 


G. S. H. Barton 
Department of Agriculture, Canada 


Professor Galbraith has developed a strong case for industrialization as 4 
sine qua non—or almost that—for economic changes and emergence from 
agriculture stagnation in agricultural countries. He points out that where 4 
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attern of land use has been established and when settlement may be con- 
sidered complete, industrialization appears to be one of the few forces capable 
of inducing changes and development even in agriculture. Undoubtedly ex- 
perience in the developed countries supports this thesis. I think we must 
recognize, however, that in that experience industrialization as we know it 
was made possible by the exploitation of untold land and other resources, and 
when there was no great population pressure in relation to the area that con- 
tributed to its development. Moreover, it was accompanied by substantial and 
continuous migrations from the more heavily populated countries to other areas. 
The world is not so big now and populations are larger than was the case 
when many great foundations for industrial development were laid. That ‘is 
not to say that industrialization cannot be an important key to economic 
betterment in countries with undeveloped resources, including overpopulated 
countries from which migration may be restricted and where stagnation has 
prevailed. It does suggest industrial limitations in some of the more important 
of them. That the people in such countries are conscious of some possibilities 
has been made abundantly clear by the urgent and eloquent representations 
of their delegates for capital assistance at every international conference where 
economic improvement in underdeveloped countries has been discussed. 

Granted that industrialization has been and will continue to be a force for 
economic change in stagnant agricultural countries, is it not the case that 
because of other revolutionary world changes new forces have emerged or 
old ones have become revitalized, and either or both may be sufficiently potent 
to induce far-reaching economic change? Whether the world will be able 
to feed itself in years to come has emerged again as a subject of much discus- 
sion. What the answer may be may not be relevant at the moment, but the 
fact is pertinent that present food production is not sufficient to provide 
satisfactory comparable levels of nutrition for the peoples of the world. It 
may be stated, perhaps, that before the last world war such comparable levels 
of nutrition were not a world issue, but population increases together with 
political upheavals and associated developments since the war have made them 
such, People in the lower levels have become acutely aware of their position. 
One outcome of this is a widespread urge as well as a demand for more food. 
Is it not likely that this development may prove a potent force for change in 
the production of food, if these people are to help themselves with the assistance 
that others can give them? To the extent that industrialization can be added, 
progress will be accelerated and extended. The inference from these premises is, 
what can be done within agriculture itself? 

No sooner does one begin to segregate something in the maze of factors to 
be found in underdeveloped countries than entanglements appear. Such 
stubborn and complex obstacles as land tenure, employment, capital, custom 
and illiteracy immediately present themselves. We frequently hear that what 
is needed is to take the “know how” of the developed countries to those in 
the underdeveloped category. While not without substance, such proposals 
ignore the constant danger of oversimplifying the problem. If rationalized 
sufficiently, they may help to.simplify procedure. 

I regret that I did not see Professor DeGraff’s paper before arriving here last 
evening. His general theme as I saw it was that all measures for the improve- 
ment of agriculture must be adapted to the specific conditions which obtain 
and then applied with due regard to special difficulties that can be recognized. 
He seemed to think that his counsel of moderation and limited expectations in 
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the early stages might seem pessimistic. I should like to assure him that to me jt 
did not. To me, it was just candid caution and frank recognition of actualities 

I sometimes think that we are too apt to consider the approach in terms of 
the ultimate we would all like to envisage. We are apt to think of revolution 
instead of evolution and that, I submit, is a dangerous concept for agricultural 
development. The gap between the primitive and the advanced in agriculture jg 
too great to permit a complete transformation. Our own history and 
experience should teach us that. In our own countries we have not yet 
completely overcome all the obstacles I have mentioned. We have seen the 
force of industrialization in full play, but it has taken virtually the lifetime of 
many of us to see the reaper wal the cradle and the scythe and, in turn, be 
replaced by the self-binder and the combine. The same is true of the unit of 
power. The formidable obstacles within agriculture itself in the underdeveloped 
countries will yield to treatment only in the course of time. We can hardly 
expect early industrial development such as we have enjoyed. Must we not 
therefore examine what practicable measures can be taken now and in the 
immediate future, how and where they can best be taken to bring the greatest 
help in the shortest time to people in need, and which ones can be made to serve 
as foundation stones upon which an extended structure can be progressively 
developed? This, it seems to me, is one of the major questions implied in 
Technical Assistance under the United Nations. It is the question which FAO 
is trying to answer. FAO has no monopoly of talent in any of its many 
ramifying fields. It has, in comparison with many national agricultural agencies, 
only meagre resources. It cannot hope for anything like adequate answers with- 
out enlisting not only the interest, counsel, and cooperation, but also the active 
participation, of many highly qualified and experienced workers from the ranks 
of such organizations as this one. 

As you are aware, all undertakings by FAO under the United Nations 
Technical Assistance Program are subject to request by an eligible county. 
A project does not become operative until a contract is signed by FAO and the 
government of the country concerned, under the terms of which the government 
is committed to use its own resources in providing all local facilities and services 
that can be employed and that may be necessary for implementing the 
contract. At a meeting of the Council of FAO held last month in Rome, the 
Director-General reported substantial progress in concluding agreements for 
projects with a number of governments. The prompt response from countries for 
help in their food and agriculture difficulties and their ready participation in 
measures to overcome them is surely not without significance. They are more 
than an indication of the urge that exists among their people. They are a mani- 
festation of at least some determination for action. 
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MANPOWER REQUIREMENTS OF AGRICULTURE DURING 
THE NEXT TEN YEARS 


T. BARTON 
Bureau of Agricultural Economics 


ANPOWER is a key factor in the present defense program of 
the United States. Full and efficient use of the Nation’s man- 
power supply is of first importance in any defense effort. 

Agriculture’s traditional role regarding manpower has been twofold: 

(1) Farm workers have produced needed food, fiber, and tobacco for 
the domestic population and the Armed Forces and for export, and 

(2) Agriculture has supplied workers to the nonfarm economy, and in 
time of national emergency, has helped to man our Armed Forces. 

During World War II and the postwar years, agriculture fulfilled its 
manpower role in a remarkable fashion. Volume of farm output and 
productivity of farm labor rose to record levels. Several million workers 
went from farms to nonfarm employment during the last decade. Natural 
increase in the farm population of working age was a more important 
factor than the release of workers from farm employment in this regard, 
however. 

The current defense program means that agriculture’s manpower re- 
sources are again facing a challenge. If the defense program continues 
and we have a high-level economy during the next decade, what is the 
farm manpower situation likely to be at the end of the period? How 
many workers will agriculture need? These are the major questions 
discussed in this paper. 

Several questions must be answered before an estimate can be made 
of the manpower requirements of agriculture a decade hence. The more 
important of these questions are as follows: 

(a) What volume of farm output will we likely produce by about 1960? 

(b) What will be the future trend in productivity of farm labor and 
how is this likely to be accomplished? 

(c) What departures from past distributions of labor, other resources, 
and production within agriculture, among regions, and among farms of 
different sizes are likely to take place? | 

An examination of past trends in production, labor inputs, and produc- 
tivity, and especially the technological foundations for the trends, will 
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provide the best basis for answering most of these questions. It shoulj 
also be emphasized that a high-level economy and full employment 
conditions will be assumed in looking ahead. In addition, the current 
high level of cash farm incomes means that farmers are in a POsition tp 
continue rapid adoption of improved farming practices. 


How Measure Manpower Requirements? 


Before proceeding to an examination of past trends in output, labor 
productivity, etc., it seems desirable to discuss the problem of measuring 
manpower requirements of agriculture. Two measures are commonly 
used—farm employment and man-hour inputs. These supplement each 
other in several important respects. Man-hours are more sensitive tp 
variations in production than farm employment. Man-hours per worker 
and production per hour are components of production per worker, 
Variations in man-hours per worker indicate changes in the degree of 
underemployment of farm workers. 

Owing to the nature of farm production, data on man-hours are neces- 
sary in order to analyze adequately variations and changes in labo 
productivity. Farm employment can be related only to total agricultunl 
production because most farm workers devote their efforts to many 
enterprises. Thus, it is not practicable to estimate employment in produc. 
tion of corn or wheat. However, estimates can be made of farm man- 
hours used in producing these and other commodities. 

Both measures of labor input are used in the analysis presented in 
this paper. The Bureau of Agricultural Economics has made compre- 
hensive estimates of man-hour inputs in agriculture for the country asa 
whole, for broad regions, for family-operated farms of specific types, 
and for groups of products. These data are used in examining trends in 
productivity of farm labor, labor requirements, and the underlying force 
responsible for these trends. Finally, in looking ahead over the nett 
decade, an attempt is made to translate projected man-hour inputs into 
farm employment. The BAE series on farm employment is used for 
this purpose. 

Trends in Farm Output 


Now to proceed to the first question posed regarding trends in outptt 
and production levels a decade hence. 

During World War II and the postwar years, a veritable revolution 
took place in farm production in the United States. Output of fam 
products for human use in 1948-50 was a third above the prewar averagt 
of 1937-39 and nearly two thirds greater than at the end of World 
War I.1 Farm output increased at an average annual rate of three pe 


7 Use of 1937-39 as the eg base largely eliminates the effects of the drougit 
years on the comparison made. 
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cent during World War II. This compares with a rate of increase of 
lightly more than one percent during the interwar period. 

Changes in farm technology were primarily responsible for the upward 
surge in output during World War II and the postwar years. Increased 
mechanization has contributed significantly to the long-time rise in farm 
output. The shift to use of mechanical power on farms released more 
than 80 million crop acres from producing feed for farm horses and 
mules to producing products for human use during the interwar period. 
This factor alone accounted for nearly half of the increase in output of 
farm products for human use from 1919-21 to 1937-39. The upward 
trend in mechanical power was accelerated greatly during and following 
World War II. Between 1937-39 and 1948-50 the number of horses and 
mules on farms decreased by seven million, or 46 percent, while the 
number of tractors rose by more than two million, or 159 percent. This 
released 22 million crop acres, and accounted for about 18 percent of the 
increase in output during the period. 

Although the continuation of the shift from animal power to mechanical 
power was a significant factor in the wartime and postwar upward surge 
in farm output, the bulk of the increase came about through increases 
in crop production per acre. Acreage of cropland showed little change 
between 1937-39 and 1948-50, but crop production per acre rose by 
more than 20 percent. More favorable weather than in the prewar period 
was an important factor in the rise in crop yields, but the bulk of the 
increase occurred because of greater use of fertilizer, improved seeds 
such as hybrid corn, more timeliness in cropping operations owing to 
increased mechanization, and other improved cropping practices. 

Greater livestock “yields” also were of importance in the rise in output 
during the last decade and a half. More milk per cow, more eggs per 
hen, and an increase in livestock production per breeding unit in general 
has been the pattern. The number of breeding units of livestock also 
increased substantially. 

Changes in output between 1937-39 and 1948-50 varied somewhat by 
regions, but the national picture described above was more or less 
duplicated in each major region of the United States. Output rose most 
rapidly in the North Central and Western Regions of the country and 
showed the smallest increase in the South. Percentage increases between 
1987-39 and 1948-50 ranged from 16 percent in the East South Central 
States to 45 percent in the West North Central States. 

Crop production per acre rose in all regions from 1937-39 to 1948-50, 
ranging from a 16 percent increase in the Middle Atlantic States to 34 
percent in the West North Central Region. Acreage of cropland changed 
very little in the Northeastern, North Central, and Pacific Regions, in- 
creased considerably in the Mountain States, and decreased by eight to 
15 percent in the three Southern geographic divisions. 
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An examination of production trends on 16 types of commercial family. 
operated farms reveals substantially the same picture as for the United 
States as a whole and the major geographic divisions. Output on mog 
of these farms has increased considerably since the beginning of World 
War II and a rise in crop and/or livestock yields has been a dominating 
influence in most cases. 

This brief examination of past trends in output and underlying causes 
points up two conclusions which are significant in any appraisal of 
future trends in output and labor requirements. 

(a) The shift from animal power to mechanical power on farms in 
the United States has been a very great factor in the rise in farm out. 
put over the last generation. However, except in the South, the force 
of this output-increasing factor is now largely spent. There were 6§ 
million horses and mules on farms on January 1, 1951. It may reasonably 
be assumed that the number will eventually stabilize at about four million, 
If this proves to be the case, another eight to nine million acres of 
cropland would be released, and two to three points added to the index 
of farm output. This represents a potential increase in output of less than 
two percent above the present level. 

(b) Larger crop yields were the dominant factor in the upsurge in 
output during and following World War II. A rise in livestock produc. 
tion per breeding unit also has been of major importance in getting the 
needed expansion in output of meat animals and animal products. 

Additions to our cropland base through irrigation, drainage, and 
clearing will contribute to future expansion in farm output in the United 
States. But further increases in output, especially during the next decade, 
will probably rest chiefly on continued increases in crop and livestock 
yields. This will mean even greater use of fertilizer, better seeds, and 
improved farming practices. 

Various studies of the production capacity of agriculture indicate that 
with average weather and favorable prices, volume of farm output can 
at least be kept abreast of market demands for some time to come. And 
this can be done without materially changing present patterns of cor 
sumption. 

What volume of output will we likely need a decade hence, say by 
about 1960? Several long-range projections have been made in BAL 
A volume of output about 55 percent above the prewar 1935-39 average 
appears likely if the volume of agricultural exports continues near recetl 
high levels. Accumulation of emergency stocks and greater emphasis 
on aid to friendly nations could push the index to 160. This level could 
easily be reached, as indications based chiefly on the July 1951 report 
of the Crop Reporting Board are that farm output this year will be 
146 percent of the prewar average. 
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Trends in Labor Productivity and Labor Inputs* 


Output per hour of labor on farms in the United States is now nearly 
double what it was at the end of World War I and half again as great 
as in the years just before World War II. An increase in volume of out- 
put, rather than a decrease in labor input, has been the dominant factor 
in the upward trend in productivity of farm labor. From 1937-39 to 
1948-50, for example, man-hour productivity rose 44 percent as the result 
of an increase of 32 percent in output and a decrease in man-hours of 
oily eight percent. The picture was much the same during the interwar 
period when output per man-hour rose 35 percent, volume of output 
increased by 23 percent, and total man-hour inputs dropped eight percent. 

The story is substantially the same in most of the major regions of 
the United States. Output per man-hour has risen most during the last 
generation in the North Central States, but all regions of the country 
have registered large gains. Man-hour productivity rose sharply in all 
regions during and following World War II. Increases from 1937-39 to 
1948-50 ranged from 23 percent in the Pacific Region to 60 percent in 
the West North Central States. 

Greater volume of output has overshadowed the decrease in labor 
inputs in each region. A decrease in man-hour inputs was about as im- 
portant as the increase in output in the wartime and postwar rise in 
man-hour productivity in the South Central States. The Pacific Region 
has been unique in that it is the only one in which the trend in total 
man-hour inputs has been upward. The growing importance of labor- 
intensive crops has been the chief factor in the increase in man-hours 
in this region. The decrease in man-hours has been relatively small in 
the Mountain States also. 

This same general picture of changes in man-hour productivity, labor 
inputs, and volume of output is substantiated by studies of trends on 
commercial family-operated farms. Increases in labor productivity on 
most of these farms have come about mainly from greater volume of 
output and to a much lesser extent from a decrease in labor inputs. 

Greater efficiency of labor in farming in the United States has not 
been accompanied by large reductions in total labor input. Outstanding 
savings have occurred in farm labor per unit of output, with compara- 
tively moderate reductions in the total amount of labor used in agri- 
culture. The chief reason for this is that most of the developments that 
have raised labor productivity have also increased the volume of output 
per farm and in total. An examination of the major factors responsible 
for the rise in labor productivity supports this conclusion. 

The chief single factor in the long-time rise in productivity of farm 


*Most of the factual material in this section has been taken from U.S.D.A. Tech. 
Bul. 1020, Gains In Productivity of Farm Lchor, December 1950. 
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labor has been progress in mechanization. Greater use of mechanical 
power—tractors, motor-trucks, and automobiles—has keynoted the grow. 
ing mechanization of American agriculture during the last generation, 
A growing list and increasing numbers of modern labor-saving machines 
have been used on farms as tractor numbers have mounted. To be sure, 
expanded use of many of these machines has released workers from 
agriculture. 

For example, migratory crews of combine operators have taken the 
place of the large numbers of seasonal workers who formerly helped 
harvest the wheat crop in the Great Plains Region. Similarly, mechanical 
corn pickers now do the job previously handled in part by seasonal 
hired workers. 

Although mechanization has brought about significant savings in 
farm labor, it has also been a powerful force in increasing the volume 
of farm output. The shift from producing animal power in the form 
of horses and mules, corn, oats, hay and pasture, to buying power in 
the form of tractors, trucks, automobiles, and petroleum products has 
been, as was noted previously, a major factor in the long-time rise in 
volume of farm output. 

The large increases in crop and livestock yields outranked progress 
in mechanization in contributing to the outstanding rise in productivity 
of farm labor during World War II. Greater yields of crops have raised 
man-hour productivity because the increase in man-hours per acre due 
to larger yields has not been proportional to the increase in yields. Pre- 
harvest labor per acre is spread over a larger volume of product. Man- 
hours used in harvest do not usually increase proportionally as much 
as do yields, particularly in the case of crops whose harvest operations 
are largely mechanized. Similarly, more production per cow, per hen, 
or per breeding unit in general raise man-hour productivity because 
labor inputs do not rise as rapidly as production. Greater yields of crops 
and livestock thus increase total output and output per man-hour, but 
do not decrease total labor inputs. 

An examination of differences in trends in output and productivity 
by major groups of farm products also affords some clues to the future 
trend in manpower requirements of agriculture. The rise in man-houw 
productivity in crop production since World War I has been roughly 
twice that in livestock production. From 1919-21 to 1948-50, production 
of crops increased 38 percent, man-hour inputs in crop production declined 
21 percent, and crop production per man-hour rose 74 percent. Over the 
same period, output of meat animals and animal products went up 62 per- 
cent, man-hour inputs in livestock production increased 15 percent, and 
man-hour productivity rose 40 percent. During World War II and the post 
war years, however, increases in labor productivity in livestock production 


have» 
About 
to pre 
livestc 
points 
livestc 
Foo 
past § 
have 
count 


agric 
food 
labor 
mech 
them 
Th 
man- 
beca 
cotto 
share 
in 19 
cultu 
Th 
than 
to be 
chan 
exte 
in m 
that 
Use 
Sou 
indu 
picke 
T 
the 
in t 
labo 
mac 
as a 
relat 
Tl 
labo 
Unit 


MANPOWER REQUIREMENTS OF AGRICULTURE 717 


have compared much more favorably with those in crop production. 
About 30 percent of the total labor inputs in agriculture are now devoted 
to production of livestock and poultry for human use. And demand for 
livestock products will continue to increase in the years ahead. This 
points up the importance of future changes in labor productivity in 
livestock production to future manpower requirements in agriculture. 

Food grains and feed grains have outranked other farm products in 
past gains in labor productivity. Direct man-hour inputs on these crops 
have decreased significantly during the last generation, and have ac- 
counted for a substantial part of the decline in total labor inputs in 
agriculture during the period. Direct farm labor used in production of 
food grains and feed grains now accounts for only 15 percent of total 
labor inputs of agriculture. Production of these crops is generally well 
mechanized at present and further decreases in man-hours devoted to 
them are not likely to affect total labor inputs of agriculture significantly. 

The cotton crop also accounts for a large part of the decrease in total 
man-hours in agriculture since World War I. This has occurred chiefly 
because of a decline in acreage, however. Man-hour productivity in 
cotton has risen much less than the average for all crops, with a good 
share of the gain coming about through a rise in yield. Cotton production 
in 1948-50 made up about 12 percent of the total labor inputs in agri- 
culture. 

The next decade may see a greater reduction in labor inputs on cotton 
than on any other major farm enterprise. The extent to which this proves 
to be the case depends upon progress in mechanization, especially me- 
chanical harvesting, chemical and mechanical weed control, and the 
extent of shifts in areas of production. Rapid strides have been made 
in mechanizing the cotton harvest in California, where it is estimated 
that a third or more of the 1950 crop was picked with mechanical pickers. 
Use of the mechanical cotton picker has spread much less rapidly in the 
South. Full employment conditions and a rapid “pull”.of workers to 
industry would greatly encourage the further adoption of mechanical 
pickers in the South. 

The large reduction in numbers of horses and mules on farms during 
the last generation also has accounted for a major share of the decrease 
in total farm labor inputs. This has been partially offset by the extra 
labor required to maintain and service the additional motor vehicles and 
machinery on farms. Future decreases in labor inputs for the country 
as a whole through reduction in numbers of horses and mules will be 
relatively insignificant compared with past savings from this source. 

This brief examination of the relationship among past trends in output, 
labor inputs, and labor productivity reveals a general pattern for the 
United States as a whole. Volume of farm output has risen substantially, 
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as has productivity of farm labor. Total inputs of farm labor, on the 
other hand, have declined moderately. Technological progress has been 
the chief force behind these trends. Large increases in fertilizer, lime 
mechanical power, machinery, and production inputs other than fam 
labor were necessary for the great expansion in volume of farm output, 
This was graphically illustrated during World War II and the postwar 
years. From 1937-39 to 1948-50, volume of output rose by one third, farm 
production inputs other than labor increased by about 50 percent, and 
man-hours of farm labor decreased by only 10 percent. In this process 
of expanding output, other production inputs were substituted for farm 
labor. The substitution took place in the sense that a slightly smaller 
quantity of farm labor was able to handle a significantly greater volume 
of output. Looked at in another way, an important aspect of the wartime 
and postwar “revolution” in farming has been the transfer of part of the 
production job from farm to nonfarm workers engaged in the manv- 
facture, transportation, and servicing of machinery, petroleum products, 
fertilizer, and the host of other items so important to present-day farming, 

Judging by past trends, how much farm labor is likely to be needed 
a decade hence if we have a volume of output 155 to 160 percent of the 
1935-39 average? Such a level of output would be 12 to 16 percent 
above the 1950 index of 138. A decline of around five percent in total 
man-hour inputs from 1950 to 1960 would be in line with past trends. 
This would mean a further rise in output per man-hour of about 20 
percent during the decade. This projected increase in man-hour pro- 
ductivity would be at an average annual rate about half as great as 
during World War II. 

With a high-level economy and full employment conditions, farm em- 
ployment is likely to decrease more than total man-hour inputs over the 
next decade. Average annual employment on farms may drop to 93 
millions by 1960, a reduction of 10 percent, or one million, from 1950. 
Reports for the first six months of 1951 show farm employment about 
four percent under the corresponding period for 1950. However, with a 


large cotton harvesting job in prospect this fall, the reduction for the: 


year as a whole is not likely to be as large as four percent. 

It should be emphasized that the projection of a decline of one million 
in average annual farm employment assumes the maintenance of a high- 
level economy and full employment conditions over the next decade. 
If this should not be the case, and nonfarm job opportunities are limited, 
‘a much smaller decrease in farm employment would occur. 

Farm employment declined more rapidly than man-hour inputs during 
World War II. Prior to World War II, as an aftermath of depression, 
there was a large pool of underutilized manpower on farms. The more 
rapid decrease in farm employment than in man-hour inputs reflected 
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the elimination of much of the underemployment of farm labor in 
existence just before World War II. Farm employment increased slightly 
for two years following the end of the war, while man-hour inputs con- 
tinued their moderate decline. Employment has declined since 1947, 
and in 1950 both employment and man-hour inputs were about 10 per- 
cent less than in 1935-39. 


Distribution of Labor and Production by Size of Farms and by Regions 


Despite the inroads made on the pool of underutilized farm labor 
during World War II, available data indicate that a considerable amount 
of underemployment existed in agriculture at the end of the war. This 
condition still exists. What possibilities are there of further reducing 
underemployment in agriculture during the next decade? How would this 
change the projection of farm employment based on past trends in out- 
put, productivity, and labor input? 

According to the 1945 Census of Agriculture, part-time and nominal 
units represented slightly more than a fourth of the 5.8 million farms 
counted that year. Less than four percent of our total farm output came 
from these units, but they had about 14 percent of our total farm labor 
resources.* Most of the income of people on the part-time and nominal 
units comes from sources other than farming; hence, on most of these 
farms there is no particular problem of underemployment of labor during 
periods of high-level economic activity. But workers on these farms are 
counted in the farm employment estimates. The number of part-time 
and residential units has been increasing and is likely to continue to 
increase in the future. This will contribute to a future increase in farm 
employment under present definitions. 

Nearly a million, or about one sixth of the total number of farms in 
1945, were classified as small-scale farms. These farms contributed slightly 
more than four percent of the total output, and used nearly 14 percent 
of the farm labor resources. The underemployment problem is greatest 
on the small-scale farms. Indications are that the number of these farms 
decreased at a faster rate during World War II than did the number of 
commercial-family farms. This contributed to the decline in total farm 
+ cage during the war, and undoubtedly also to the decline since 

war, 

The projected decrease of one million in total farm employment be- 
tween 1950 and 1960 allows for a further reduction in number of small- 
scale farms, as well as a continued decrease in number of commercial 
family farms. Presumably, the reduction in number of small-scale farms 
could be accelerated by intensive programs designed for this purpose. 


, *For an analysis of productivity by economic classes of farms, see Sizes of Farms 
in the United States, U.S.D.A. Tech. Bul.*1019, July 1950. 
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However, there is no one solution to the problem of underemployment 
on small-scale farms. More intensive production, combination of farms 
into larger units, part-time farming, and migration to nonfarm work are 
all possible alternatives. But the social and economic obstacles to these 
possible adjustments on small-scale farms are not too well known or 
understood. Further research is needed before an accurate appraisal 
can be made of the potential labor supply these farms might furnish to 
the nonfarm economy. 

Although small-scale farms are found in considerable numbers in most 
parts of the country, they are relatively most important in the South, 
This accounts in part for the comparatively low level of productivity of 
farm labor in the Southern Regions. In 1948-50, for example, the three 
southern census regions accounted for more than 50 percent of the 
farm employment, and about 45 percent of the total man-hours of fam 
labor, but only 30. percent of the farm output of the country. During 
World War II and the postwar period, however, farm employment de- 
clined at a faster rate in the South than in other parts of the county. 
This situation is likely to continue under full-employment conditions. 

The importance of the problem of farm underemployment was pointed 
up in a recent staff report to the joint Congressional Committee on the 
economic report entitled, “Underemployment of Rural Families.” In this 
report it is estimated that full employment of underemployed farm op- 
erator families at average rates of production would add the equivalent 
of 1.6 million workers to our total working force. 

On the basis of these estimates, all or a large part of the projected 
decline of one million in farm employment between 1950 and 1960 could 
be accounted for by migration of workers from low-production farms, 
or the actual decline in employment during the decade could greatly 
exceed one million. It seems likely that neither of these alternatives will 
be fully realized unless large-scale programs of occupational readjust- 
ment are undertaken. 

Greater productivity on existing farms, increase in size of farms, and 
employment off the farm are the avenues usually suggested as means of 
reducing underemployment. We do not presently have adequate informa- 
tion as to the characteristics of underemployed farm workers, their re- 
sources, or their attitudes toward possible alternative uses of their labor. 
Hence, it is impossible to make a reliable estimate of the rapidity with 
which such adjustments should be encouraged. Nor can we know how 
much emphasis society will want to place on encouraging these adjust- 
ments. But we do know that increases in size of farms that involve 
combination of units will probably come slowly. Many workers on low- 
production farms may, for various reasons, be' reluctant to move to non 
farm occupations. Even increasing productivity on present farms will have 
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to combat problems of lack of knowledge, credit, etc. All in all, the 
rojected decrease of one million in farm employment probably is large 
enough to include the migration of farm underemployed that is likely to 
occur by 1960. 

Conclusions 


At the beginning of this paper it was stated that agriculture’s traditional 
role regarding manpower was twofold: (1) farm workers have produced 
needed food, fiber, and tobacco for domestic use and export, and (2) 
agriculture has supplied large numbers of workers to the nonfarm 
economy. Substantial gains in labor productivity, with only moderate 
declines in total labor input, have keynoted the fulfillment of the first 
role. The conclusion was reached that the past. pattern of expansion 
in volume of output with moderate declines in employment will continue 
in the future. 

Agriculture's second manpower role has been more independent of 
the first role during the last decade than is sometimes recognized. From 
January 1, 1940, to January 1, 1949, for example, the total net farm- 
nonfarm migration in the United States was 6.1 million. Natural increase 
in farm population, excess of births over deaths, totaled 3.6 million during 
the same period. It is estimated that during the 1940 decade the natural 
increase in number of farm persons 20 to 64 years of age was about 
three million. During the same period farm employment decreased by 
13 million. Although increasing efficiency in farm production during the 
period made possible a significant flow of workers to the nonfarm econ- 
omy, natural increase in the farm population of working age was more 
important in this regard. 


| 
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POLICIES AND PROCEDURES TO FACILITATE 
DESIRABLE SHIFTS OF MANPOWER 


D. GALE JOHNSON 
University of Chicago 


N ECONOMICS, and especially the economics of agriculture, we 
have failed to devote enough attention to the analysis of labor. Even 
though labor is the most important resource of our economy, we know 
much less about it than we do the other resources. We have always shown 
more interest in the commodity markets than we have the factor or 
resource markets. Furthermore, when attention has been focused upon 
labor, romanticism has all too frequently hindered effective analysis. If 
labor conditions are unsatisfactory, a scapegoat must be found—the en- 
ployer because he is greedy and anti-social and exploits his workers, the 
State because it does not have adequate social and labor laws, the com- 
munity because it permits or abets prejudice and discrimination. Seldom 
is there an attempt to discover the fundamentals that have resulted in 
a situation considered undesirable. 

One of the major consequences of our romantic approach to labor has 
been the acceptance among almost all “right-thinking” people that labor 
is not a commodity and that it is sinful to so consider it. In part, asa 
consequence, inadequate attention has been given to the functioning 
of the labor market and the procedures that might well be taken to 
make that market operate more smoothly and effectively. 

There is a striking contrast between the market for wheat, for example, 
and for labor. The Montana wheat farmer can find out each day-or 
several times each day—the price of wheat in Chicago, Kansas City or 
Minneapolis and probably Winnipeg by listening to his radio. He can find 
out what it is locally by telephone to the local elevator and in recent 
years, the P.M.A. office. If he wishes to ship to Minneapolis he can sell 
the wheat before it leaves his farm by a futures contract. But if the 
same farmer wants to sell his own labor or to purchase labor, he does 
not find a market of the same nature as that for wheat, with its world 
wide news service and other systematic functions. In fact, about all he 
could find would be rumor—that carpenters in Billings are paid the 
fabulous wage of $3.00 an hour or that in the next county someone hired 
a good farm hand for $150 a month. He would have little or no chance 
of finding out what farm wages were in Colorado or whether it would 
be advantageous for him to “import” a farm worker from there. 
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I 


In this paper I shall try to indicate how a labor market might be 
organized that would operate reasonably effectively and would aid in 
bringing about desirable shifts of manpower. I shall define a desirable 
shift of manpower as occurring if two requirements are met. Such a 
shift must result in an increase in the marginal productivity and real 
earnings of the person making the shift. In another and somewhat more 
complicated phraseology, a desirable shift of manpower is one that results 
in an increase of the net national product. Furthermore, a desirable shift 
is one that is consistent with the freedom of the individual to choose as 
he sees fit. The freedom of the individual to choose his job is one of the 
most precious advantages of our political and economic system. It should 
be restricted only when there is a strong and positive case for doing so. 
But freedom of choice, in my mind, implies in some sense the pre- 
existence of the opportunity of choice. Most of the policy suggestions 
that I shall make later are no more than an attempt to specify how free- 
dom of choice of job and occupation can be made meaningful by broaden- 
ing the range of available alternatives. 


II 


Before turning to our positive proposals, we may consider for a mo- 
ment the limitations of the labor market as it now functions with respect 
to the allocation of farm labor, both within agriculture and between 
agriculture and the rest of the economy. My use of the term “farm 
labor” shall be inclusive of all labor used on farms, including the op- 
erator, unpaid members of his family, and hired workers. The criterion 
for evaluation will be the degree to which the labor market achieves 
equal real returns for comparable labor. This is essentially a short run 
criterion and accepts as given differences in capacities of workers—dif- 
ferences that might have been reduced by more nearly equal access to 
opportunities for investment in the human agent through more adequate 
education and health facilities. 

I must now make several assertions that delineate the nature of the 
desirable shifts in agricultural manpower. Time does not permit pro- 
viding the evidence underlying these assertions, but I hope that they 
can be accepted as a basis for formulating a program. 

There is not an important malallocation in the use of farm labor out- 
side of the South Atlantic, East South Central and the eastern half of 
the West South Central States. In the rest of the country, except for a few 
relatively limited areas in terms of farm population, the operator and the 
members of his family have received for their labor since the end of the 
war a real return equal to or greater than that received by the average 
nonfarm worker. It is not unlikely that by mid-1951, except in the South, 
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the hired farm worker who depends upon farm wage work for his main 
source of income has also achieved a real labor return roughly equal to 
what he might earn elsewhere. 

In the remaining area of agriculture, which includes almost 45 percent 
of the farm work force, a seriously low level of labor productivity ang 
income persists. There are from 1.5 to 2.0 million farm workers who are 
not now receiving for their labor efforts in excess of $750 per year. This 
is no more than a third of the average labor returns on farms in the reg 
of the Nation. It is not true that most of these workers are nonwhites, 
though the nonwhites are over-represented compared to their Significance 
in the total farm population. 

I have argued elsewhere that the continued existence of the low level 
of labor returns in southern agriculture cannot be explained on.the 
basis of two frequently held beliefs. One of the beliefs is that labor 
unions have so influenced nonfarm wage rates that employment alter. 
natives have been reduced as a consequence. The majority of nonfarm 
jobs are in industries or occupations that are not unionized; furthermore, 
there is no evidence to indicate that unions have been successful in im- 
proving their wage rates relative to the non-unionized areas. The other 
belief is that the South is an area of low incomes in general, and that 
the job opportunities available are relatively low paying ones. This is 
true for nonwhites living in nonfarm communities, but it is not true for 
whites. Since it is not true for whites, it is not an explanation for the 
existence of such low farm labor incomes for so many whites. 


Ill 


It is impossible to achieve the best use of farm labor without at the 
same time achieving more adequate use of other farm resources. This 
is particularly true where farm acreages are too small and the existing 
technology is inconsistent with the highest possible returns for labor and 
capital. The movement of a large number of farm workers out of the 
Appalachian area and other parts of the South would not appreciably 
improve the productivity of those remaining, unless a more advanced 
technology, with its required capital, were introduced. Though there is 
a great deal of underemployment in these areas, there is generally some 
time of the year when all available workers are fully employed. The 
removal of workers under these circumstances would reduce output and 
total farm income for a given farm or area.” If it is not to do so, a 
different technology must be available that will make it possible for 


*“Functioning of the Labor Market,” this Journal, XXXIII (1951) pp. 75-87. 

* For evidence confirming this view, see the excellent study by Francis E. McVay, 
Factory Meets Farm in North Carolina, North Carolina State College, Tech. Bul 
No. 83, 1947, pp. 13-17, esp. Table 18. McVay found that as off-farm work increased 
in importance, the acreages of cotton and tobacco declined rapidly. 
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those still remaining on the farm to produce roughly the same output. 
Ifa new technology is not adopted, the intensive crops now being grown 
will have to be reduced and replaced by more extensive ones or ones 
with different peak labor requirements. I suspect that this is a world- 
wide phenomenon. Except where governments have interfered, such as 
in production or acreage restriction programs, there is some critical time 
of the year when all of the available labor is fully utilized. Removal of 
some of the labor, without introducing a different technology and/or 
more capital, would reduce farm output. 

This argument, if valid, implies that it will require something more 
than a reduction of the farm labor force in the areas of low labor pro- 
ductivity in agriculture if the incomes of those who remain in agriculture 
ate to be improved. A recent study by Professor Dickins bears this out. 
In two Mississippi counties where industrial employment was important, 
she found that the farm families who retained agriculture as their main 
source of income now had net incomes only a little more than half as 
large as those families, still residing on farms, who relied upon their 
farms for only part or none of their incomes.* The families who continued 
to depend upon farming for their income had not increased the size of 
their farms and apparently had not expanded the use of other forms 
of capital in recent years. McVay, in his study of North Carolina farms, 
also found that the availability of off-farm work in the area had not 
permitted the reallocation of resources that would have made possible 
higher incomes for those families who did not directly avail themselves 
of the off-farm work opportunities.‘ 


IV 


Earlier we contrasted the markets for wheat and for labor. But this 
analogy cannot be stretched too far. Labor has certain characteristics 
peculiar to it and many of the conditions and presumptions of the wheat 
market simply do not apply. We may turn now to a consideration of 
the possible reasons why the labor market has tended to perform so 
badly in certain respects. In this discussion we shall rule out mass un- 
employment. Mass unemployment was responsible for a great deal of 
the malfunctioning of the labor market during the thirties, but we have 
now had more than a decade of essentially full employment, and the 
problems we are concerned with still persist. And I am confident that 


*Dorothy Dickins, The Rural Family and Its Source of Income, Mississippi State 
College, Bul. 481, 1951. In one county, only 15 percent and in the other, 37 per- 
cont of the families still relied mainly upon farming for their incomes. 

_ McVay, ibid., p. 22. The farm families who did no off-farm work had only 
slightly more cropland than did the families who used a larger proportion of their 
work time for off-farm work than for farin work. 
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mass unemployment on the scale of the thirties is not likely to be the 
fate of the fifties. 

Let us turn now to those characteristics of labor and the labor market 
that may indicate how the labor market may be made to function mor 
appropriately. 

A. Limitations on the Freedom of Contract. One of the consistent 
trends in Anglo-Saxon law has been continually to restrict the right of 
the individual to contract away his freedom. An individual is not allowed 
to contract away his control over his own mind and body, except in 
certain limited circumstances related to artistic talents, such as those 
controlled by movie stars or professional baseball players. Even here the 
performance of service cannot be forced, and occasionally damages for 
failure to perform will be enforced. But generally the most that can be 
done is to prevent the sale of similar services to anyone else during the 
period of the contract. This restriction on contract places the individual 
who owns nothing but labor power at a serious disadvantage in arranging 
for the sale of his services. Since he cannot pledge his services for a 
definite period of time, an employee is subject to considerable uncertainty 
if selling his services requires an initial investment which can be recouped 
only over time. If the individual owns only labor power, he is under 
considerable compulsion to find a practically continuous opportunity to 
market his services.’ Agriculture generally provides this, even for the 
hired worker because of the wage flexibility in the market. Urban em- 
ployment frequently does not, even during periods of nearly full employ- 
ment, because of the dynamic nature of the society. Of course, I do not 
want to imply that individuals should be permitted to pledge themselves 
into involuntary servitude, but only to point out the problems resulting 
from this particular institutional restriction. 

B. The Relevance of the Conditions of Use of the Service. The man 
who sells his wheat or corn is little concerned about the use to which 
it is put. Whether he is a pacifist or a member of the W.C.T.U., he 
seldom inquires whether the wheat will be made into alcohol for us 
in explosives or to create a drunken stupor. But the performance of a 
labor service and the physical presence of the individual performing 
the service cannot be separated. This not only requires the movement 
of the worker to the point at which the service is to be performed, but i 
also requires his willingness to accept the specific conditions unde 
which the service is performed. Lack of familiarity with the implicatiom 
of factory work to personal happiness and satisfaction undoubtedly limit 
willingness of farm people to change occupations. 

C. Knowledge of Alternative Opportunities. The labor market, as itis 


°In this section I have drawn heavily upon Frank H. Knight's Freedom and 
Reform, (New York: Harper & Brothers, 1947) pp. 64-5. 
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now organized, makes it extremely difficult for any individual to obtain 
pertinent information about available opportunities. In most cases, it 
can be done only by personal investigation, which may explain why 
most migrants move relatively short distances, generally 50 miles or less. 
One of the reasons why knowledge cannot be more easily obtained is the 
near impossibility of achieving standardization of labor services. The 
farmer will know approximately what grade his wheat is because it has 
been possible to achieve sufficient acceptance of relatively objective 
standards. But the relevant qualities and characteristics of labor are not 
readily observable and measurable, nor can the inexperienced interpret 
the requirements of a specific job in a manner meaningful to him—mean- 
ingful in the sense of determining whether he can effectively perform 
the necessary operations. Thus the type of data that one finds in the 
want ads is not likely to go nearly far enough in permitting an individual 
to determine to what type of job he might expect to get in the non- 
farm environment. 

D. Costs of Movement. There are both objective and subjective costs 
of movement from where one is to where job opportunities are available. 
For the young, unmarried male, the most important costs are probably 
subjective, though the significance of the objective costs, since they are 
so uncertain, should not be underrated. For such an individual the most 
important money cost is his own maintenance while he finds work and 
awaits his first pay check. But the uncertainty of the new life where 
job opportunities require a change of location must inhibit many from 
making a change. I suspect that many do not move because they rate 
fairly high the possibility of failure, and are unwilling to accept the 
social and personal implications of the required return to the home 
community. For the worker with a family, the objective costs are prob- 
ably significant—both in terms of transport and maintenance. How much 
of the much lower mobility of families as contrasted to individuais is 
due to this fact, we do not know, but it is reasonable to believe that it 
is important. 

V 

If the above factors are the important ones in the labor market that 
prevent the equalization of real returns to comparable labor, what types 
of policies and programs are required? We cannot be confident that any 
of us has the answers. There is relatively little in the way of experience to 
guide us in the United States, Canada, or any other nation. No modern 
Western nation has been able to avoid its islands or subcontinents of the 
agricultural poor. We are not even sure why such areas arise and the 
reasons noted above may not entirely explain why they persist.° No 


*For a further discussion of this point, see T. W. Schultz, “Reflections on Poverty 
in Agriculture,” Journal of Political Econémy, LVIII, February 1950, pp. 1-15. 
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attempt will be made to delineate a detailed program, but the broad 
outlines of one are sketched. 

The first step that should be taken in any attempt to facilitate shifts 
in manpower is an expansion of the available sources of information, 
The United States Government spends far more resources upon informa. 
tion about commodity markets than it does upon labor markets, [f 
anything, the reverse should be true. But it is no simple task to provide 
adequate coverage of pertinent information on labor markets. Because 
of the lack of standardization of labor services, the multiplicity of job 
classifications, and the nature of wage-setting processes, it is hard to 
imagine that a market news report such as is generally available for 
livestock, grains, and cotton would be very helpful. 

The type of service that seems required involves personal contact 
between the prospective job seeker’ and someone with expert knowledge 
of the labor market. It implies, I believe, the establishment of several 
thousand labor offices or exchanges throughout the country. One of the 
functions of such offices would be to maintain as complete a file as 
possible of job conditions in nearby areas and to obtain information 
about jobs in more distant areas when needed. 

But such an organization should not stop at supplying information 
about job opportunities. It must be in a position to do at least three 
further tasks. First, it should help the individual determine the types 
of jobs for which he is best suited in terms of training, innate skills, 
and temperament. I suspect that there is a great deal of error in all 
vocational or job counselling as that field now exists. Even so, if farm 
management experts can help farm operators in their decisions, it seems 
likely that such a service would help individuals in avoiding many 
mistakes. 

A second endeavor of such an agency should be to actually obtain 
jobs for individuals prior to movement. Under employment conditions 
such as now exist, employers would undoubtedly be willing to enter 
into such contracts for a period of reasonable duration, such as six 
months, if no direct costs were imposed upon the employer. This brings 
us to the third additional function of such an agency, namely, to finance 


the transition from low productivity farm work to higher paying jobs 


elsewhere. The financing could be on either a loan or grant basis to 
cover cost of movement and maintenance and, if necessary, to covet 
the cost of returning if adjudged necessary or desirable. In the long rus, 
the grant basis might be the cheaper because of the cost of administering 
the relatively small loans involved. As a nation we have been willing 
to make loans or grants for many purposes that did not have the possi- 
- bilities for a similar chance of enhancing the national product. 

Any agency charged with these various functions would have to be 
a federal agency if local political considerations were not to distort its 
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purposes and functions. It also should not be considered a farm labor 
program, since one of its major purposes would be to aid in the transfer 
of labor between agriculture and the rest of the economy. Our experi- 
ence with the farm labor program in World War II illustrates the prob- 
lems involved on both scores. When wage rates are stable or rising, 
there is never a “labor surplus” in a given area. Consequently, if local 
or state officials must make the decision relative to labor movements 
out of the area, the decision will almost always be a negative one, regard- 
less of how low the wage rate may be. In the years ahead, local groups 
will resist attempts to reduce the quantity of labor available to agri- 
culture even though labor returns are lower than elsewhere. It is difficult 
fora farmer in a given area to recognize the importance to his own 
income of relatively high returns to hired labor. It is never sufficiently 
apparent to an employer in a competitive industry of small scale firms 
that the main resource he has to sell is his own labor and that a general 
increase in returns to labor will be to his own benefit. 

There are obvious disadvantages to a federal agency. It would be 
difficult to concentrate the efforts in the areas of the greatest need. 
However, the advantages of improved labor information seem so ap- 
parent that the usual procedure of federal agencies of spreading all 
over would not seem to result in too much waste. 

I have said nothing about a general improvement in education in 
tural areas and in the South in particular. During the last decade, there 
is evidence on all sides that there has been a considerable improvement 
in rural educational services. But there is still too small an expenditure 
upon Negro education in the segregated schools of the South, and the 
poorer rural areas of the South undoubtedly cannot afford education 
opportunities for their children equivalent to those prevailing elsewhere. 
The benefits from a longer period of higher quality education would not 
be immediately realized, but the investment period is not so long that 
major benefits would not be apparent within a decade. One of the major 
contributions of education, by broadening horizons, is to increase mo- 
bility. 

There is no question that the location of new employment opportunities 
near the centers of underemployed farm workers would reduce the 
problems of achieving the desired shifts in manpower. But several of 
the areas with large numbers of underemployed do not seem to have 
the requisite advantages for attracting nonfarm employment—rapid and 
cheap transportation, access to raw materials, or proximity to markets. 
Though it may be possible to attract firms that produce products that 
are neither market nor raw material oriented (such as plastics, some light 
metal fabrication), these possibilities do not seem to loom large. Con- 
sequently, I believe that major emphasis will have to be in terms of 
shifting manpower to the existing labor centers. 
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DISCUSSION 


GreorGE V. HAYTHORNE 
Department of Labour, Canada 


I would like, first of all, to say that we welcome Dr. Johnson’s entry into the 
group of farm labour economists. Some of us have thought for some time that 
labour is not only the most neglected, but also one of the most important parts 
of agricultural economics. Naturally we are glad to see the truth of this state. 
ment being recognized by others. 

There is another reason I am glad to see Dr. Johnson taking an interest jn 
farm labour. As one who has spent some time in the field of theory, he brings 
to the analysis of farm labour problems an important contribution. I am sure 
we all agree that the results of analysis in this field are likely to be more fruit. 
ful when it is based on an integration of theoretical discussion on the one side 
and empirical research or operational experience on the other. 

In general, Dr. Johnson's paper exhibits a certain freshness of approach 
which one is always glad to see. While he might have gone further in discussing 
some of the problems one confronts in labour market analysis, he has raised 
a number of worth-while questions for consideration. 

One of the two criteria of desirable shifts of manpower which Dr. Johnson 
mentions is that the shift should result in an increase in marginal productivity 
and real earnings of the person making the change. There would be occasions, 
I would think, particularly in the case of employed farm workers and share. 
croppers, when real earnings are less than the marginal product. When this is 
the case the suggested test might give a wrong lead, especially when earnings 
are used without reference to the marginal product. Equality between real 
earnings and marginal product usually depends on complete freedom of 
mobility of labour. Alternatively, the fact that real earnings are lower than 
marginal product arises, in some cases at least, from the absence of freedom of 
mobility. Under these circumstances it would seem more appropriate to use 
margional product rather than earnings as the criterion, but this relationship 
between real earnings and marginal product in agriculture needs further 
examination. 

In the early part of the paper Dr. Johnson refers to labour market analysis 
as inhibited by a “romantic approach to labour.” I agree that there has been 
a certain romanticism with regard to discussions of farm labour, but it seems 
to me this romanticism has been tied up more with the widespread attitude to- 
ward agriculture as a way of life rather than with the factors he mentions. 
Attachment to the land, the community, or the livestock are often more 
dominant motivations than respect for one’s health, recreation, or evel 
economic security. I do not mean to suggest that this romanticism should be 
removed, but rather that a balance is needed between agriculture as “a way 
of life” and as “a way of nae a living.” It is not so much a question of 
conflict here as it is a question of recognizing that one supplements the other, 
and that in the past, attention has centered on philosophic considerations often 
at the expense of the economic. 

Dr. Johnson implies that labour should be treated as a commodity for pur- 
poses of analysis. The problem he seems to suggest is basically to ey 
method of shifting uneducated and untrained southern farmers from theit 
environment on small share-cropping farms to urban industries in other regions 
of the country. 
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Rather than thinking of labour as a commodity, is it not more helpful to 
think of labour as a service which is essentially non-homogeneous, taking many 
different forms, depending on skill, training, age, sex, and cultural background, 
including attitudes towards work, income, family, and community? This lack 
of homogeneity increases greatly the problems involved in transferring labour. 

There seems to be an assumption throughout the paper that if these southern 

ple are properly informed of higher paying jobs elsewhere, and it is made 
Pnancially possible for them to move, they will move. This is an oversimplified 
solution to the problem. Our experience in Canada, where we have taken 
steps along both of the lines suggested, through our Federal-Provincial Farm 
+ Program operating through the National Employment Service and 
the Provincial Departments of Agriculture, indicates that mobility of labour 
is a highly complex question. This is also borne out by the studies made by 
Lloyd Reynolds and others in the New Haven area of Connecticut.’ 

Dr. Johnson, it is true, does recognize the subjective as well as the objective 
costs of mobility, but I would be inclined to attach more emphasis than he 
does to the noneconomic factors, such as attachment to homes and families, 
traditional ways of doing things, uncertainty or fear of the unknown or the 
unfamiliar, and the question of one’s cultural background, including language. 
It is true that the question of one may be more important in Canada than 
in the United States but, without wishing to cast any reflections on those of you 
from the other side of the Mason and Dixon line, some of us northerners would 
say that there is a language problem in the South. The southerners would, no 
doubt, say that the reverse is also true. 

One specific example of what I have in mind might be useful. When we 
started an organized movement of farm workers from the Prairie Provinces to 
Ontario in 1943 to assist with haying, we found that a substantial number of 
those who participated in the movement did so in order to visit relatives down 
East, or the communities they had left when they were young. In this case and 
and in most of our other organized movements, information is provided regard- 
ing the jobs, the going wages are stated and generous transportation assistance 
is provided, but the desire to visit relatives in the East has been at times an 
overriding consideration. This, it is true, is a seasonal movement, but it illustrates 
one of the noneconomic factors sometimes involved in labour mobility. 

In discussing a possible program for moving surplus farm workers, Dr. 
Johnson emphasizes the need for analyzing the use of labour along with the 
use of other farm resources. It seems to me that this is important in the surplus 
labour areas as well as in the deficit areas, because I am inclined to think that 
one of the most effective ways to achieve the needed labour mobility is to tackle 
the question of reorganization of agriculture in the surplus areas themselves. 

We need to know more about the reasons people do not move, as well as the 
reasons why people do move. There seems to be a level of income below 
which workers seem to hold on to their farms for dear life. Through reorganiz- 
ing agriculture or finding other ways to raise the standard of living above this 
level, there might be a chance for greater mobility of farm labour to other 
tural or urban areas than would otherwise be the case. 

There is a stretch of country between here and Ottawa, known as the 
Haliburton District, in which there are a number of isolated subsistence farms. 


We found it difficult to get workers out of this area during the war years, even 


* Lloyd G. Reynolds, The Structure of Labor Markets, Harper & Bros., New York, 
1951, pp. 43-113. 
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though we went into the district and interviewed individuals, telling them of 
employment opportunities and of financial inducements elsewhere. About the 
only way, at that time, to get any of these people to move was to say to the 
young men “either you move to some productive farm or you will have to g0 
into the Services.” 

It seems to me what is most needed in an approach to this problem of 
mobility of labour, is to examine carefully the particular situation in each are, 
concerned. What I have in mind here is the type of action taken, for example, in 
the Prairie Provinces under the Prairie Farm Rehabilitation Administration, 
Some areas unsuitable for dry farming through prolonged cropping and drought 
conditions have been declared special grazing areas, and families have beep 
moved thence to agricultural districts farther north. By attacking the problem 
in a direct manner such as this, it is more likely that solutions will be worked out 
appropriate to the areas than if planning is made on too broad a basis. 

I do not want to deprecate the importance of the suggestions that Dr, 
Johnson has made, but rather to stress the need for a mental analysis related to 
the areas and the people concerned. 


DISCUSSION 


GeorcE H. AULL 
Clemson College 


In his paper Mr. Barton very properly calls attention to the important role 
played by agriculture in producing essential raw materials and supplies and in 
maintaining a working population adequate for our needs in peace as well as 
in war. Some additional consideration should perhaps be given to needs ina 
“twilight zone” between peace and war such as we may have to live with during 
the next 10 years. 

Mr. Barton points out that “several million” workers have gone from farms 
to nonfarm employment during the last decade, but adds that “volume of farm 
output” is now at a record level. The essential question before us is “How 
many workers will agriculture require during the next 10 years?” This question 
cannot, of course, be answered apart from the question of “What will be re- 
quired of agriculture during the next 10 years?” Mr. Barton and his associates 
in the BAE have made several long range projections which point to a total 
agricultural output within the next decade at a rate 60 percent above the 1935- 
39 level. It is to be noted, however, that we expect to achieve this year a level 
of output nearly 50 percent above prewar. Barring unforeseen circumstances and 
even allowing for a considerable epee of emergency, the yoal of 60 percent 
increase does not appear to be unreasonable. The question then is not “can we 
make it?” but “what will it take?” 

It has been said that a mathematician if asked how much is 2 + 2 will answer 
“Four.” An orator, on the other hand, would likely reply: “When in ‘the course 
of human events it becomes necessary to add to the second numeral in the 
arabic series an amount equal to itself, the sum, I can state without fear of 
successful contradiction, will invariably be four.” Mr. Barton, in his paper, 
gives evidence of possessing the qualities of both a mathematician and a 
orator. He proves to be somewhat of an orator in discussing trends in farm 
output, in labor productivity and inputs, but his mathematical instincts lead 
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him to conclude that “average annual employment on farms may drop to 9.3 
millions by 1960, a reduction of 10 percent, or one million, from 1950.” He 
oes on to say: “Reports for the first six months of 1951 show farm employment 
about four percent under the corresponding period for 1950,” but he feels that 
this figure will not hold for the year and says that even “the projection of a 
decline of one million” over the next decade “assumes the maintenance of a 
high level economy and full employment.” 

This, however, is not the question at issue. Manpower requirements in 
agriculture will certainly not immediately be less under full employment and a 
high level economy than they would be under a reverse situation. What, in 
effect, Mr. Barton seems to be saying is that, if nonfarm jobs are not available, 
more workers will be required in agriculture. That there will be more workers in 
agriculture under these conditions is not to be doubted, but that more will be 
needed is seriously to be questioned and I am certain that this is not what he 
meant to say. The confusion seems to lie in a misinterpretation of assignment. 
For the moment, I do not believe we are concerned with the number of farm 
workers who will be absorbed into nonfarm jobs as Mr. Barton’s paper seems 
to imply, but rather with the number who could be absorbed without affecting 
the ability of agriculture to.measure up to its productive responsibilities. To be 
more specific, we are concerned with the problem of approximating the number 
required to meet agriculture’s productive requirements regardless of the “pull” 
away from or to the farm. In spite of a very excellent analysis of the produc- 
tivity of labor, Mr. Barton seems not to have come to grips with this particular 

roblem. 

' On all sides, as pointed out by Mr. Barton, there is abundant evidence that 
agriculture not only can produce the required amounts of food, fiber, and 
other raw materials, but that the job could be done better with less labor—and 
by “less” I mean less than would be left in farming after the one million decline 
envisaged by Mr. Barton had already taken place. For example, it has been 
estimated that the development of more efficient agriculture in the 16 sub- 
regions of the South would be accompanied by a reduction of about one third 
in the farm population “that is directly dependent upon farming for the major 
source of income in these areas.” The total number of workers involved in 
a reduction of this magnitude is well over a million; and this does not take 
account of workers on approximately one million additional small scale farms 
(most of them in the South) which contribute almost nothing to total agricul- 
tural production. 

The South, it must be observed, still has more than half of the “so-called” 
agricultural workers in the United States, but only about one third of the 
nation’s agricultural land and about one fourth of the nation’s agricultural 
capital. This means that the average southern farm “worker” exercises his 
productive abilities over somewhat less than 20 acres of cropland as compared 
to more than 50 acres for the average farm worker in the rest of the country, 
who incidentally has taken on a greater number and variety of other enterprises. 
It would be a rash person indeed who would claim that the South would not be 
better off at the end of the 1950's if at least one million of the less-than- 
average among them could have found jobs in industry. Certainly the productive 
power of agriculture would in no wise be impaired by such a change. On the 


* Agricultural Adjustments Toward an Efficient Agriculture in the South, Reprint 


from Hearings on Study of Agricultural and Economic Problems of the Cotton Belt, 
Washington, 1947. 
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contrary, there is every reason to believe that three million farm workers jy 
the South would produce substantially more than is now produced by the more 
than four million we now have. 

I do not find in Mr. Barton’s paper any suggestion that there will be a need 
for any increase in the number of farm workers outside the South, in which case 
his estimate of 9.3 million “probably required” could be reduced to 8.3 million 
on the basis of southern requirements alone. This would still be 300,000 mor 
than the number estimated as required (by 1960) in a study made for the 
Twentieth Century Fund which contemplated “a real expansion” in our agy 
cultural output by that date.? It compares with an average monthly agricultural 
employment figure which, according to the “Survey of Current Business,” 
reached nine million only once between April 1950 and April 1951. 

Altogether, then, it appears to this commentator that Mr. Barton’s figure 
of 9.3 million is a more accurate estimate of the number of workers expected 
in agriculture than it is of the number which will be required by 1960. For 
my part I am inclined to go along with a statement by Dean Myers of Cornell 
who said recently:+ “Although American agriculture is the most efficient 
in the world, it can be made better in the years ahead. Given fair prices, an 
abundance of food for our increasing population can be produced by not more 
than three million efficient family-sized commercial farms, about one half of 
our present five and a third million counted by the Census. Progress in this 
direction will be promoted by decentralization of industry and by better edv- 
cation to provide training, not only in agriculture for young men who will 
farm, but also for nonfarm vocations and professions for the one half of the 
number of farm boys not needed in modern mechanized agriculture.” 


* USA Measure of a Nation, The 20th Century Fund, Published by the Macmillan 
Company, New York, 1949. 

* Survey of Current Business, U. S. Dept. of Commerce, June 1951 

*W. I. Myers, “The Agricultural Experiment Station in the Service of the State 
and Nation,” speech at New Brunswick, N.J., June 12, 1951, mimeographed, pp. 13. 
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LAND POLICY 
Chairman: E. H. Wiecking, Bureau of Agricultural Economics 


ALBERTA’S PUBLIC LAND POLICY, PAST AND PRESENT 


V. A. Woop 
Department of Lands and Forests, Alberta 


LBERTA, the fourth largest province of Canada, is slightly larger 
than the State of Montana and covers an area of over 163 million 
acres, of which only 41 million acres or about 26 percent is now occupied 
as farm land. Of the remaining 74 percent, which includes lands in cities 
and towns, lands covered by water, and lands in parks and forest reserves, 
about 20 million acres are still considered potentially arable lands. These 
20 million acres are about equal to the estimated potentially arable land 
in the rest of Canada. 

Approximately 90 million acres, or over 55 percent of the area of the 
province, are still public land which comes under the administration of 
the Department of Lands and Forests of the Alberta Provincial Govern- 
ment. Of the 90 million acres coming under the administration of the 
Department of Lands and Forests, only about nine million acres are now 
occupied under lease or sale agreement.’ 

In a democratic country such as Canada new governmental policies 
tend to evolve out of past policies. This is true in relation to the adminis- 
tration of public lands, consequently an intelligent discussion of 
Alberta’s present public land policy must of necessity include a discussion 
of the land policies of the past. 

For convenience of discussion, land policies of the past and present 
are divided into the following periods: 

1, Period 1670 to 1870—Hudson’s Bay Company administration. 

2. Period 1870-19830—Dominion Government administration. 

3. Period 1930 to the present time—Provincial Government adminis- 
tration. 

Hudson’s Bay Company Administration 


During the administration of the Hudson’s Bay Company and part 
of the Dominion Government the territory which is now Alberta was not 
administered as a separate unit but as part of a much larger area which 
included most of western Canada, with the exception of British Columbia. 


*The estimate of 20 million acres of potentially arable land was given by A. Leahy, 
Principal Pedologist, Dominion Department of Agriculture. The other figures were 
taken from Canada Year Book, 1950, Census Reports, and figures compiled from 
Annual Reports of Department of Lands and Forests. 
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Strange as it may seem, western Canada, including Alberta, was 
under the administration of the Hudson’s Bay Company from 1670 t 
1870, a period of 200 years, while the Dominion and Provincial adminis. 
trations cover a period of just over 80 years. 

On May 2, 1670, King Charles II granted the Governor and Com. 
pany of Adventurers of England (Hudson’s Bay Company) not only the 
right to trade, but absolute territorial rights to colonize and govern the 
area of Rupert's Land, which included what is now the Provinces of 
Manitoba, Saskatchewan, Alberta, the Northwest Territories, Yukoy 
Territory and part of the Provinces of British Columbia and Ontario, 

That the company was successful in establishing fur trade is a wel 
known fact, and has little if any bearing on a discussion of land policy, 
Since the main purpose of the Hudson’s Bay Company was fur trading 
rather than colonization, the latter could only be fostered to the detriment 
of the former. It is easy to understand, therefore, that the company not 
only discouraged colonization and land settlement, but in many cases 
took active measures to prevent it. The only exception was in 1812, 
when Lord Selkirk, a shareholder in the Hudson’s Bay Company, was 
given a grant of land in the vicinity of the present city of Winnipeg, 
for the settling of 1,000 families during a period of 10 years. The colony 
had many difficulties, of which transportation to a market was one of 
the. greatest, and by 1870, when the Hudson’s Bay Company surrendered 
Rupert’s Land to the newly formed Dominion of Canada, there were 
fewer than 1,000 white people in the settlement. 


Dominion Government Administration 


At the time of the transfer of Rupert’s Land, the Dominion Gover- 
ment found itself in control of a vast uninhabited territory which included 
what is now the Provinces of Alberta, Saskatchewan, and Manitoba. 
This territory was bounded on the west by the Province of British 
Columbia, which was undecided whether or not to join the Dominion of 
Canada, and agreed only after being guaranteed a transcontinental rail- 
way link with eastern Canada. On the south this territory was bounded 
by the United States which, according to the words of Sir John A. Mac- 
Donald, Prime Minister of Canada at that time, “are prepared to do all 
they can short of war to get possession of the Western Territory and we 
must take immediate and vigorous steps to counteract them.” 

Furthermore, the Dominion Government in 1870 was faced with the 
problem of carrying out the terms of surrender made with the Hudson’ 
Bay Company, which included granting 1/20 of the land located in the 
fertile belt of western Canada to the Hudson’s Bay Company. 


* Joseph Pope, Correspondence of Sir John A, MacDonald. 
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For the foregoing reasons the Dominion Government, in establishing 
the Province of Manitoba in 1870, and the Provinces of Alberta and 
Saskatchewan in 1905, did not adhere to the practice followed in the 
other provinces of granting the natural resources for provincial control. 
As stated in the Manitoba Act of 1870, the natural resources were retained 
for the “purposes of the Dominion.” The purposes in 1870 were threefold: 

1. To promote rapid settlement in this large territory in order to con- 
solidate the new Dominion of Canada and discourage the territorial ambi- 
tions of the United States. 

2, To encourage the building of railways, through land grants. 

8. To carry out the terms of the agreement with the Hudson’s Bay 
Company. 

By 1900 the threat of an invasion from the United States had passed, 
but by this time the Dominion had still another purpose for promoting 
rapid settlement of the Western Territory. This purpose was expressed 
in the House of Commons by the Honourable Clifford Sifton, Minister 
of the Interior, in 1903, when he stated in part as follows, “I want the 
House to understand the policy which this Government is following. It is 
endeavoring to build up a consuming and producing population in our 
vast Western Territory for the purpose of giving legitimate occupation, 
without excessive duties, on a legitimate business basis to the mechanics 
and artisans in Eastern Canada.”* 

Thus the purposes of the Dominion in retaining the natural resources 
were both political and economic. However, the economic purpose was 
not to settle the land according to its best use but to create a consuming 
public and supply a market for the eastern manufacturer. 

Prior to the transfer of the Western Territory to Dominion control 
several surveys were made by qualified men of that day to determine the 
suitability of the area for settlement. Some of the reports submitted were 
contradictory, but the general consensus of opinion was expressed by 
Captain John Palliser, who stated that the area forming a triangle in 
southeastern Alberta and southwestern Saskatchewan was unsuited for 
agricultural settlement.‘ 

The Dominion Government, however, in opening up the land for 


. settlement, ignored this and other similar warnings with respect to land use. 


Soon after 1870 the Dominion Government adopted the grid system of 
survey used in the western United States, by which the land was sur- 
veyed into townships six miles square, containing 36 sections of 640 acres 
per section and each section divided into four quarters of 160 acres each. 


* A Case for Alberta, a report pgs in connection with the Dominion Provincial 
conference, 1936, p. 53. 
*Ibid., page 46. 
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The Dominion Government disposed of the lands in each township as 
follows: 

Sections 11 and 29, or approximately 1,280 acres out of each township 
were reserved for a school endowment trust fund and were administered 
for revenue purposes. These lands were sold by the Dominion Gover. 
ment at public auction sales held whenever the conditions were cop. 
sidered favorable for obtaining a good price. This was usually after the 
surrounding lands were settled. 

In Alberta, Section 8 and 26 in every fifth township, and Section 8x 
of Section 26 of all other townships in the area south of the North 
Saskatchewan River were granted to the Hudson’s Bay Company, who 
adopted a similar policy in the sale of lands, as in the case of school 
lands, that is, withholding the lands from sale until the conditions were 
considered favorable. 

The odd-numbered sections, other than school lands, were reserved 
for grants to railway companies. Over 13 million acres were granted in 
Alberta for this purpose. These lands were sold by the various railway 
companies. However, generally the railway companies, especially the 
Canadian Pacific Railway, granted easier terms than the school lands or 
Hudson’s Bay Company land administration, as they wished to encourage 
settlement because they benefited not only from the proceeds of the 
sale of the land, but also from the increased volume of railroad traffic. 

The balance of the even-numbered sections in each township were 
made available for homesteading. After 1908, by which time most of the 
land granted to railways had been selected by the companies, all available 
lands were thrown open for homesteads. Homesteading, the method of 
settling lands in western United States, was adopted as the basis of land 
settlement for western Canada. Homesteading regulations provided that 
a male person 18 years of age or over, who was or declared his intention 
to become a British subject, upon payment of a fee of $10.00 could obtain 
a homestead entry for 160 acres on any available land in the Prairie 
Provinces. After completing residence duties for six months in each year 
for three years, and breaking and cultivating a specified area of land 
(usually about 15 to 25 acres per quarter section), the homestead entrant 
could apply for, and obtain, title. Other than a few minor changes in 
duties required, there were no fundamental changes in the homestead 
policy from the time it was inaugurated in 1870 until the time of the 
transfer of the resources to provincial control in 1930, except for the 
policy of granting preemptions. Under the policy of preemptions adopted 
in 1874, any person holding a homestead entry on 160 acres or having 
acquired title could apply for another 160 acres of land in the vicinity 
of the original homestead, and acquire title by performing further resi- 
dence and cultivation duties on the homestead land or on the preemption 
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land, and by paying a nominal purchase price, usually $3.00 per acre. 

By 1930, the Dominion Government had accomplished its purposes, 
and the natural resources still remaining in the name of the Crown in 
Saskatchewan, Alberta, and Manitoba were turned over to the provinces 
for administration. 

The purposes accomplished by 1930 were as follows: Canada had 
consolidated her position as a nation. The readily available lands in the 
Provinces of Alberta, Saskatchewan, and Manitoba had been settled, the 
railroads had been built with the help of land grants, and the Hudson’s 
Bay Company had received its grant of land. There were real accomplish- 
ments and it is claimed by some, and perhaps justly so, that the 
beneficial effects of the Dominion Government's land policy more than 
offset the adverse effects. This may be a question for the historian to 
decide; it need not concern us here. 

The main adverse effects of the Dominion Government land policy may 
be enumerated as follows: 

Allowing settlement under the homestead policy on any available 
land, regardless of location, tended to scatter settlement, with the result 
that it was difficult to furnish the necessary social services. Taxes were 
charged from the date of the homestead entry, and many homesteaders 
found that by the time they obtained title, taxes had accrued beyond 
their ability to pay and the municipal authorities were forced to fore- 
close. 

The homestead policy was based on the premise that every 160 acres, 
or with a preemption, every 320 acres of land in western Canada were 
an economic farm unit capable of supporting a farm family. Unfortunate- 
ly, this was often not true, due to the nature of the soil and climatic 
conditions in the areas settled, and due to the economic conditions and 
state-of-the-arts, as pertaining to agriculture, in existence of that time. 
This is evident by the fact that between 1905 and 1930 nearly 40 percent 
of the people obtaining homestead entries failed to obtain title. 

The assumption that each 160 or 320 acres were an economic farm 
unit also meant that all of the social services such as roads, schools, and 
even towns and villages were developed on the basis of one family per 
160 or 820 acres. Taxation was on the expected productivity, with the 
inevitable result that many settlers lost their land by tax recovery pro- 
ceedings and foreclosures by mortgage companies due to unpaid debts. 
Finally, in some areas a readjustment had to be made of the whole 
structure of land valuation, taxation, social services, and land use. This 
readjustment in land use was one of the fundamental problems facing 
the provinces when the natural resources were transferred in 1930. In 
addition, Alberta still had available agricultural lands and the problem 
of developing an adequate land settlement policy had to be solved. 
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Dominion Government Grazing Policy 


With the opening up of the Western Territory for settlement in 197) 
many cattlemen became interested in the grazing possibilities of this area, 
To meet the demand for grazing rights the Dominion Government estab. 
lished grazing lease regulations in 1881 which provided for the granting 
of grazing leases up to 100,000 acres for a term of 21 years. At first the 
leases were granted without inspection of the lands and a lessee wa 
required to stock the land at the rate of one head per 10 acres, This wa 
later reduced to one head per 30 acres. A flat rate of rental was charged 
that varied occasionally with periods of prosperity and depression. Taxe 
were charged separately by the taxation authorities. During most of the 
Dominion Government's administration, grazing leases were considered 
as subordinate to the main purpose of land settlement; the lessee had 
little security of tenure, as the lands held under lease could be made 
available for homestead purposes at any time during the term of the 
lease. 

The Dominion Government had various other forms of regulations 
for the disposition of land for specific purposes, but these did not affect 
the over-all policy of land settlement. Only a. relatively few parcels of 
land were sold by the Dominion Government, as this did not fit in with 
the: policy of encouraging land settlement. 


Provincial Administration of Crown Lands 


For the first few years after the transfer of the natural resources from 
the Dominion to Provincial Government control, the Province continued 
to administer the lands under regulations similar to those of the Do- 
minion Government. The homestead policy was continued with certain 
limitations to the granting of homesteads in the southern part of the 
province. Also, the Province followed a similar grazing policy to that of 
the Dominion Government. However, toward the end of the depression 
years, that is, the late 1930's, the defects of the homestead policy began 
to pyramid. Much of the better land was already settled and it was more 
and more difficult to find a suitable quarter section of land. Many home 
steaders were on relief, and the Province was responsible for their wel- 
fare. In the southeastern portion, thousands of acres of titled homestead 
lands reverted to the municipalities for nonpayment of taxes. In many 
cases, grazing rentals and taxes which were levied on a flat rental basis 
were badly in arrears. It was evident that the Government needed # 
new land policy, especially with respect to land settlement, grazing leases 
and readjustment of the settlement in the areas, such as in southeastem 
Alberta, where by experience the land was found to be unsuitable for 
continued cultivation under the conditions existing at that time. 
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The new land policy did not come into effect at once, but over a 
period of several years. The objectives of this land policy were recently 
expressed by the Honourable N. E. Tanner, Minister of Lands and 
Forests, in the following statement: 


In order to encourage and enable residents of Alberta, and particularly the 
sons and daughters of Alberta farmers, to establish themselves on lands suitable 
for agricultural purposes, a homestead lease policy has been instituted by the 
Government. 

This policy provides that those who wish to take advantage of the oppor- 
tunity offered, may take a homestead lease, with the understanding that if they 
carry out certain cultivation requirements and live on the land for 50 percent 
of the time, they can become the owners. Settlement is restricted to lands suit- 
able for agricultural purposes and to areas reasonably accessible to roads and 
other transportation, where social services, such as schools, hospitals, etc., can 
be made available as readily and economically as possible. 

Lands which are not suitable for agricultural purposes are made available 
under the long term grazing leases. To ensure proper utilization and conserva- 
tion of such grazing lands, periodic inspections are made by a Government 
representative, and a rental is charged based on the carrying capacity of the 
land and the current price of cattle. 

It is also the Government’s policy to make and establish other regulations 
as necessity arises for the disposition of lands by sale or lease under such terms 
as are considered fair and equitable to the purchaser or lessee, and to the 
Government as landlord. 

Lands which are especially suitable for the growing of merchantable timber, 
or trees, for protection to water sheds, are reserved for that purpose, and are 
not made available for settlement.§ 


To meet the problems mentioned previously and to comply with the 
policy objectives the province took the following action: 

In 1939 the granting of homesteads was discontinued and was replaced 
by an agricultural lease policy that was later known as the Homestead 
Lease policy. Leases are available only to persons who are veterans of 
World War II, and to persons who have resided in the Province of 
Alberta for two years prior to making application for a lease. 

Leases are granted on areas up to 320 acres for a term of 20 years, 
renewable for a further term of 20 years. After completing five years’ 
cultivation and residence duties, a lessee is permitted to purchase on the 
basis of $100 for a 160 acre unit and $1.25 for each additional acre, or 
$300 for 320 acres. This price is reduced by 20 percent for each addi- 
tional year’s duties completed until 10 years’ duties have been performed, 
when title is granted free of charge. To assist a lessee to become 
established, no rent by crop share is payable during the three years im- 
mediately following the issue of a lease, and thereafter a one-eighth crop 
share is payable on the area required to be in crop each year as shown 


Mn was prepared in response to a request for a statement of Alberta’s public land 
policy. 
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on the schedule in the lease contract. A one-fourth share is payable op 
land which was under cultivation when the lease is issued. A portion of 
the crop share collected is paid by the Department of Lands and Forests 
to the taxation authorities in lieu of taxes, which means that a lessee 
unlike the former homesteader, obtains title with no tax debt against the 
land. 

To restrict settlement into those areas where social services are reason. 
ably available and also reduce the danger of forest fires, the Province js 
divided into two zones for land settlement purposes. In the restricted zone 
all forms of land settlement are prohibited, but persons are allowed in this 
area for such commercial purposes as trapping, lumbering, mining, ete, 
In the settlement zone applications for land are accepted, and to insure 
that only lands suitable for cultivation are leased for settlement purposes, 
the land applied for is carefully inspected and classified as to use before a 
lease is granted. As the supply of available lands suitable for settlement 
and located in the settlement zone is exhausted, the lands in the restricted 
zone are withdrawn and made available for settlement. 

Since 1939 the province has issued over 5,000 homestead leases covering 
well over one million acres. 

It is not the general policy to screen applicants, and any person who 
meets the necessary qualifications as to age, citizenship, residence require- 
ments, and who does not own other land, may apply for a homestead 
lease. Nevertheless, classifying the land before a lease is issued and with- 
holding lands not suitable for settlement helps to insure that as far as 
acquiring suitable land is concerned, the applicant has a fair chance of 
success. There are other factors however, such as personal characteristics, 
available capital necessary for clearing and breaking, available water 
supply, establishment of a suitable crop rotation, the adoption of a suit- 
able farm management plan, all of which influence a settler’s chance of 
success or failure in establishing a self-supporting farm unit. 

While the homestead lease policy overcomes several of the adverse 
effects of the former Dominion homestead policy, nevertheless it has some 
limitations, which are as follows: 

A lessee usually has limited resources, and since he cannot use the lease 
as security for obtaining credit, he is often definitely restricted in respect 
to capital, although in many cases lessees are sons and daughters of 
establishing farmers who assist them in becoming established. 

When a lease is granted, the Department of Lands and Forests, as land- 
lord, takes no direct action to insure that a proper crop rotation system is 
followed or efficient farming practices are adopted, except to insist on the 
performance of the necessary residence and cultivation duties. It is be 
lieved more action could be taken along this line with beneficial results; 
nevertheless, it is doubtful if such action is, at the present time, politically 
feasible. 
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There is no doubt that financial assistance and more direct technical 
supervision of the lessee’s operations would reduce the number of failures. 
Nevertheless, there is always a danger of establishing a land policy that 

ives too much assistance to the farmer, eventually leading up to a point 
where the lessee loses his freedom of action and expects and depends on 
government help to the detriment of his own initiative. 

The crop share rental as it applies to the homestead leases has certain 
limitations in regard to flexibility; for example, it is not adaptable to feed 
crops and livestock enterprises nor to the production of legume crops, 
and in some cases it tends to discourage good farm practices. As yet a 
suitable method has not been found of applying a cash rental, which of 
necessity if it were to be equitable would have to take into account varia- 
tions in price and especially variations in production, as there is a fair 
degree of risk of crop failure in most of the farming areas of the prov- 
ince. 

In 1947 and 1948 the Provincial Government commenced the land clear- 
ing and breaking project covering 150,000 acres, in units of 320 acres each. 
Contracts were let for the clearing and breaking of land for $25 per acre. 
As the clearing and breaking of units is completed, veterans receive 
priority under the Homestead Lease regulations in obtaining a lease of a 
unit. Each unit has about 250 acres under cultivation. The lessee is re- 
quired to crop the cultivated area and pay a one-quarter-crop share for 10 
years, and in addition, perform the usual residence duties before obtaining 
title to the land. About 150 of these leases have been issued to date. 

While a person obtaining a lease of lands, cleared and broken, has 
certain advantages over a person obtaining a lease on unimproved lands, 
nevertheless, from the Government's standpoint, there are certain disad- 
vantages. In the first place, very few veterans starting farming operations 
have sufficient funds to buy the necessary seed and equipment to farm so 
much cultivated land. Consequently, in order to protect its investment of 
$25 per acre, the Government often finds it necessary to finance the 
purchase of seed. It does not appear to be a good policy from the stand- 
point of the Government, or for the morale of the lessee, for the Govern- 
ment to pay the total cost and the lessee none of the cost, by cash or labor 
(except for root picking), for the clearing and breaking performed on the 
leased land. Furthermore, the purpose of the homestead policy is pri- 
marily to assist persons through their own efforts and initiative to establish 
themselves on economic farm units. It is agreed most settlers need some 
financial assistance; however, I believe such assistance could be given 
to the homestead lessees by the Government's guaranteeing loans up to a 
limited amount made to the lessee through the regular government loan 
agencies. The money obtained could be spent to assist the lessee, but not 
to cover the total cost of clearing and breaking or other permanent im- 
provement, 
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New Grazing Policy 


In order to consolidate the administration of all public lands under on 
department and in order to have a more uniform policy for public lands 
all tax recovery lands located in local improvement districts and admin, 
istered by the Department of Municipal Affairs were transferred in the 
early 1930's to the Department of Lands and Forests for administratio, 
purposes. As a further step towards consolidation of the administr. 
tion of public lands, an act was passed in 1937 which authorized th 
Department of Lands and Forests to collect taxes as well as rental on all 
public grazing lands. The taxes are equal in amount to the rental and 
are transferred to the taxation authorities. Prior to 1937 the taxation, 
authorities had difficulty in enforcing collections for taxes on public lands, 
as public lands cannot be taken by tax recovery proceedings for nop. 
payment of taxes. 

In order to establish a rental policy which would be based on the 
price of cattle and the carrying capacity of the lands, a special com. 
mittee was appointed in 1938 to investigate the problem. The committee 
included representatives from the Western Stock Growers’ Association, 
an association composed of ranchers, and a representative from the De- 
partment of Lands and Forests. 

In their report® a simple formula was proposed by which the rental 
due in any year might be readily determined. The formula was as follows; 


1 250 X P 
x 


— X ————— = rental and taxes per acre. 
10 G.C. 


— = share of total forage value retained by Government as taxes 
10 rental. 


250 = annual gain in pounds of beef on grass. This is a conservative 
figure derived from experiments conducted in Alberta and 
Montana. 

P = average price of all grades of cattle except feed calves sold o 
the Calgary stock market from July to December, inclusive, for 
the previous year. 

G.C. = grazing capacity, the number of acres required to graze one 

mature beef animal on a 12-month basis. 

In introducing the new rental system it was necessary to establish the 
grazing capacities of all grazing lands. While four principal grazing 
capacity zones were established for the Province, it has been the policy 
to make a special inspection and establish the grazing capacities for each 
grazing lease separately. 


* Grazing Rate Report, by C. Graham Anderson. 
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In 1945 this new grazing rental policy was applied to all grazing leases 
and annual grazing permits. By prohibiting overgrazing, conservation of 
the grazing areas has been greatly enhanced. It also insures the rancher 
4 rental which will fluctuate with the price of cattle and the grazing 
capacity of the lands held under lease, which helps him to meet his 
annual rental charges. 

A lessee complying with the terms of a lease has security of tenure for 
the 20-year term of the lease and at the end of that time may apply for a 
renewal. Furthermore, a lessee may, with departmental approval, assign 
his lease and sell to the assignee any improvements which he has placed 
on the leased lands. 

Approximately 3,500 grazing leases have been issued covering about 
five million acres. 

The present grazing policy has met with a considerable amount of 
success and has helped to maintain and, in some cases, improve the con- 
dition of the grazing lands. However, to give further improvement to the 
range condition it is felt that more positive action is needed through a 
policy of limited financial assistance which would encourage regrassing 
programs, development of adequate water supplies, eradication of brush 
and poisonous weeds, etc. At the present time, the Department of Lands 
and Forests and the Western Stock Growers’ Association are investigating 
this problem and will be presenting a report to the Government in the 
near future. Perhaps the logical way to attack the problem of range im- 
provement is by range management, which would involve trained men 
inspecting each grazing lease area and working out with the rancher a 
range management plan suitable to his conditions. The Government could 
then encourage the rancher to carry it out through limited financial help. 

Through promoting and encouraging the development of community 
pastures progress has been made in assisting farmers and ranchers in 
developing economic farm and ranch units. Perhaps more could be done, 
as the opportunity arises, to adjust each ranch unit to a more economical 
size. 


Adjustment of Settlement 


As early as 1891 the Dominion Government's policy of rapid settle- 
ment without regard to land use-was beginning to show its weakness, and 
it became necessary for the Government to grant assistance to settlers in 
southeastern Alberta. 

Between 1900 and 1916 reasonably good crops were obtained in this 
area, and despite the previous warnings, this arid section was almost com- 
pletely settled. By 1921 the distress among farmers in this area was a 
matter of grave concern; but it was not until 1938, after the resources 
were transferred to the Province and after four commissions appointed by 
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the Provincial Government:had submitted reports, that the whole south, 
eastern area was consolidated under one administration by the Speci 
Areas Act. This act was designed to correct the mistakes of a land settle 
ment policy which had placed thousands of settlers on lands capable of 
sustaining only a fraction of the number. The function of the Special 
Areas Act was essentially to develop a land policy that would insu 
proper use of the lands within the area. To accomplish this goal the 
Department of Lands and Forests was granted full administrative author. 
ity in this area, having control over roads, schools, hospitals, taxes, etc,, in 
addition to the control of all public lands, both unalienated Crown Land; 
and lands reverted to the Crown through tax recovery proceedings, Tax 
recovery lands comprised about half of the area. 

Regulations were established to prevent any new settlement, and the 
land classification of the Dominion Agricultural Economic Surveys was 
adopted. Nonarable public lands were leased for grazing only, and re. 
grassing of abandoned lands was encouraged. In 1948 the administration 
of the special areas was turned over to the Department of Municipal 
Affairs with the hope that eventually the readjustment of land use would 
be completed and local government restored. 

I believe it is fair to say that, despite the errors made and the tendency 
of established settlement to resist change, considerable progress has been 
made in establishing a form of land use that is capable of providing a 
reasonable standard of living to the settlers of the area. However, in the 
special areas, as well as throughout all of Alberta, it has been found 
necessary for the Government to maintain ownership of the marginal 
lands that should not be cultivated, to insure that such lands will not be 
cultivated during periods of favorable prices and moisture conditions. 
Consequently, it is not the general policy to sell grazing lands. 

In addition to the land settlement policy as embodied in the home- 
stead lease regulations, and the grazing policy as embodied in the graz- 
ing lease regulation, the department disposes of public lands under 
various other forms of leases, licenses, annual permits and by sale. The 
regulations are designed to meet special forms of land disposition. Peri- 
odically, lands not considered suitable for a homestead lease and school 
lands in the settlement zone are offered for sale by public auction. No 
sale is made where it is considered the lands will be misused if title is 
issued, such as grazing lands in southeastern Alberta, lands covered with 
commercial timber, or other lands in which, due to their location o 
physical characteristics, it is considered in the best interests of the Gov- 
ernment to retain title. 

Timber lands are not sold, but rights to cut timber are granted by the 
Forestry Division under authority of Timber Permits and Timber Berths, 
which require royalty on the amount of forest products cut. 
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Renne states that “a policy is a specific plan of action, or method of 
achieving desired ends followed for a considerable period of time,” and 
further that the “desired ends in land economics are to develop the prin- 
ciples of land use and appropriation as a means to improve the economic 
and social conditions of living.”” 

Perhaps, then, the fundamental problem in land use is to know what 
rights should be granted to the land operator and what rights should be 
maintained by the Government to insure proper land use. 

There is a definite desire on the part of most people in Alberta and 
Canada to own land by title rather than to lease land, even though better 
terms may be granted by leasing. This undoubtedly is the result of past 
land policies which gave insecurity of tenure to tenants and to the general 
feeling that landownership gives more prestige than tenancy. 

Perhaps, by education and by the establishment of adequate tenancy 
laws as in England and Europe, this general attitude towards owning 
versus renting land could be changed. Nevertheless, until this attitude is 
changed, ownership is preferable to renting, as in general better land use 
practices are followed by landowners than by tenants. 

Once title has been granted in fee simple the Department of Lands and 
Forests has no further control over the use made of the land. In past 
years this presented a problem, for it was soon apparent that the Gov- 
emment had a definite interest in land use. For example, when crops 
failed, whether due to misuse of the land or otherwise, the Government 
found it was called upon to give assistance to the settlers. Furthermore, 
if the Government is responsible for granting assistance to farmers who 
are in financial difficulties, due to the misuse of the land, then it is only 
logical that the Government must have some control over land use. How- 
ever, it was not until recently that any definite action was taken by the 
Government through the Department of Agriculture to control land use 
after title had been issued in fee simple. 


The Noxious Weeds Act 


This act gives the Provincial Department of Agriculture power to 
appoint weed inspectors who have authority, under the act, to issue a 
notice requiring a farmer to destroy noxious weeds found on his land and 
also where necessary to prevent weed infested land from being cropped. 
Where the farmer fails to comply with the notice, the weed inspector is 
authorized to take whatever action is necessary for the destruction of the 
ay and the cost is added to and forms part of the taxes levied against 

e land. 


"Ronald C, Renne, Land Economics, p."11. 
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Agricultural Service Board Act 

This act has much wider powers over land use than any former act jy 
force in the Province of Alberta and I believe in other Provinces of 
Canada. Any Municipal District wishing to come under the act js te. 
quired to establish an Agricultural Service Board. The duties of the Ser. 
ice Board are to advise the Municipal Council with respect to wee 
control, soil and water conservation, methods of proper land utilizatig, 
for individual farmers, and to promote agricultural policies to meet the 
needs of the district. 

Where the Board after investigation finds a farm in an unproductive 
condition through weed infestation, wind and water erosion, or for any 
other reason, it works out with the farmer the farming practices which, 
if followed over a period of years, will restore the productivity of the 
land. If the farmer does not make satisfactory progress or refuses to follow 
the plan as set out by the Board, the latter has the power to take ove 
the operation of the farm. When productivity has been restored, the land 
is turned back to the owner and any net deficit resulting from the open. 
tion of the farm is added to and forms part of the taxes. 

Although the act has been in force for only a short time, approximately 
six years, the results are encouraging. However, it is doubtful if the 
desired ends of a land policy can be obtained solely by use of the police 
power. It is believed there is still more that may be done to develop better 
land use practices through taxation, and by encouraging and assisting the 
farmer to adopt better farm management practices. 

In regard to taxation, the Provincial Government in 1945 making 
an assessment of ali agricultural lands for taxation purposes at 
tempted to base the assessment on the productivity of the land by taking 
into account soil, climate, etc. This is a step in the right direction toward 
encouraging good land use practices through equitable taxation based 
on the productivity of the land. 

In regard to farm management the Dominion Department of Agricul. 
ture and the universities have done much to improve the state-of-the-arts 
of agriculture and to encourage better land use practices by developing 
more productive varieties of grain and types of livestock, by soil classifi 
cation and land use classification, by gathering statistics and through 
economic surveys. The Provincial Department of Agriculture, through the 
district agricultural service, has done much to acquaint the farmer with 
the improved varieties of grain, types of livestock, types of soils, agri- 
cultural statistics, etc. Also the Dominion Government, through the 
Prairie Farm Rehabilitation Act, has assisted the prairie farmers in ob- 
taining water supplies and developing irrigation projects. All of this has 
been of tremendous value to the farmer and is primarily responsible for 
the agricultural advancements made in the past. However, up to the 
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present time the problem of assisting the individual farmer to organize 
his farm operations and to apply the knowledge available in establish- 
ing a proper farm management plan has not been solved to any extent. 
Perhaps this is the greatest need today in establishing desirable land use 
practices in Alberta. It is encouraging to note that during the last two 
years the Department of Agriculture, through the district agricultural 
service, has started a program of demonstrating the value of farm man- 
agement to the farmers, and that the University of Alberta is now giving 
courses in farm management. 

In reviewing the public land policies of the past it is evident that man’s 
attitude toward land is constantly changing. This circumstance is re- 
flected by changes in public land policies. 

During the nineteenth century, it was the general opinion that the free 
play of competitive forces would automatically result in the optimum use 
of the land and other natural resources. The fact that this did not occur, 
and that the Government was forced to spend millions of dollars in bring- 
ing about readjustments in land use, resulted in a gradual change of atti- 
tude toward land which eventually led to policies giving more control 
over land use. 

During the past 20 years the realization of the need of land conserva- 
tion has been growing. Until recently, however, land policies have been 
mainly concerned with the first function of conservation, which is to 
maintain and conserve the land resources. In the last few years the 
second function of conservation, which is to improve the land resources, 
has been recognized more and more and is beginning to have an effect 
on public land policies. 

These changes in attitudes toward land and the subsequent changes in 
land policies are leading to constantly increasing government control 
over land use. To harmonize governmental control over land use with 
the individual’s right for freedom of action and equality is a major prob- 
lem in formulating and administering present and future public land 
policies, 


DISCUSSION 


Marion CLAWSON 
Bureau of Land Management 


Mr. Wood’s interesting and informative paper on public land policy in Alberta 
reveals many points of striking similarity with that of the United States and at 
the same time several rather important differences. 

The basic situations in the two countries have been in many respects similar, 
and this has naturally led to analogous land policies. Each is a relatively young 
country and each has been a frontier country during the early years of its 
history. There was an abundance of land but a scarcity of people and of industry. 
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Each country has evolved from its frontier condition, first into a primary agri. 
cultural area, and second, into a diversified agricultural, industrial econon 
Each country in its growth period faced the need for improved transportation 
services and for better educational facilities, and each used the public land, 
as a means of financing these greatly desired developments. In each country 
political considerations, particularly the need for growth of the country to pre. 
vent encroachment by other political powers, was a dominant factor in ae 
policy. It is a little shocking to an uninformed American to realize tha 
Canadian land policy in the latter half of the nineteenth century was dominated 
by a fear of encroachment or invasion by the United States. It reminds me 
of the shocked astonishment with which a Canadian fellow graduate student a 
Harvard some years ago discovered that the British had burnt the White House 
in Washington in 1812. That such events or situations are now both forgotten 
and no longer important is, of course, further testimony to the splendid friendly 
working relationships between the two countries today. 

Many of the practices of public land settlement were similar in the two 
countries. The cadastral survey system of western Canada and of the westem 
United States are closely similar. Likewise, their system of keeping land records 
is similar. When I visited the office of the Alberta Department of Lands and 
Forests in Edmonton in the summer of 1949 I thought I was in one of our own 
district land offices. Each country has made extensive use of land grants to 
encourage transportation and educational services. Each has had a system of 
homesteading land under which .the actual settler resided on the land and im- 
proved it and obtained title for a nominal cost. 

Land laws and land policy in the two countries display many of the same 
or closely similar weaknesses. In each, there was indiscriminate settlement of 
land without regard to its adaptability for agriculture and without regard for 
its ability to support necessary social systems. In neither country was there a 
system of land classification until relatively recent years. In fact, general classi- 
fication of public land in the United States began with the Taylor Grazing Act 
passed in 1934 and began in Alberta in 1939. Lacking a classification of land, 
the policy of allowing entries of uniform acreage was most unsatisfactory in both 
countries. Homesteads of 160 or 320 acres were permitted not only in the areas 
where this acreage was inadequate for farming operations, but also in areas 
where much larger acreages were necessary for successful livestock raising or 
other land use. There seems to have been a tendency common to both countries 
for the legislators to ignore such information as did exist regarding the cape- 
bilities of the land and to refuse to adopt legislation appropriate to the physical 
qualities of the land. 

Each country has experienced a changing philosophy with regard to land and 
particularly with regard to public land. Whereas the original objective in both 
countries apparently was for complete transfer of land from public to private 
ownership, in time it came to be realized that this was not the soundest and 
best policy. Instead, the viewpoint came into general acceptance that certain 
types of land can most wisely continue in public ownership and management. 
As a corollary of this, the philosophy of exercising a considerable selectivity in 
the disposal of public land came to be accepted. Applications for land were no 


longer granted merely because they were made, but rather only on the basis 
that the land was suitable for the use for which it was sought. The judgment of 
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the informed government expert has gradually come to be substituted for the 
judgment of the uninformed land settler or land speculator. Likewise, in both 
countries there has been a trend away from permitting the unrestricted use or 
abuse of privately owned land. It is coming to be recognized that the landowner 
has a certain obligation to society and to his neighbors to use his land wisely 
and without injury to the land or to others. Apparently, Alberta has employed 
its police powers more —- than we have used the same powers here. 

To this long list of basic similarities of public land policy and management in 
the two countries must be added a brief list of some of the more important 
differences. Most striking of all is the fact that in Canada the administration of 
public lands has rather generally been transferred from Dominion to Provincial 
Governments at the time when the provinces were wry i well developed eco- 
nomically and politically. In the United States, grants of land were made by the 
Federal Government to the states, but all suggestions for transfer of remaining 
federal land to state ownership and jurisdiction have been rejected, and in fact 
there is today not much general sentiment in the states themselves for such 
transfer. 

Although American land woven: # has had its private land claims, there is 
nothing in our experience comparable to that of Canada with the Hudson's Bay 
Company. 

of ond interest to a public land manager in the United States is the fact 
that both public domain land and tax foreclosed lands in Alberta are adminis- 
tered by the same agency. In the United States we have most public land ad- 
ministered by federal agencies with relatively smaller amounts by state agen- 
cies. Tax foreclosed lands, however, are in most states the responsibility of the 
counties. Had the extensive tax delinquencies of the Great Depression of the 
1930’s continued more or less indefinitely, there might well have been a sug- 
gestion that these lands be turned over to state or even to federal agencies for 
administration and management. 

The methods of managing grazing and forest lands seem to be different in 
Alberta and in the United States. We have generally exercised closer super- 
vision over the actual operations of the livestock owners and the forest operators 
in terms of numbers of livestock, seasons of use, range management practices, 
logging practices, slash disposal, fire contro] and the like, than seems to be the 
case in Alberta. There seems to be a hint in Mr. Wood’s paper that more super- 
vision along these lines may in time be necessary in Alberta. 

It is interesting to note that Mr. Wood’s paper contains very little reference 
to mineral production and use of public lands for mineral production, whereas 
this subject would be a relatively important one in the United States. He makes 
no mention of multiple-purpose use, which again would be a major topic of 
discussion on public land management in the United States. Whether this is due 
to difference in terminology, the lack of experience, or lack of time in which 
to tell us about them, or whether practices are really different, is not clear. It 
is also interesting to note that Alberta has in recent years frequently leased 
agricultural land, whereas the leasing of public land for agricultural purposes is 
uncommon in the United States. 

Although some differences appear in public land administration when Al- 
berta and the western United States are compared, one cannot but be more 
impressed by the similarities. 
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DISCUSSION 


. COKE 
Department of Agriculture, Canada 


My first observation is that in the provinces where land resources were given 
over to provincial control at the time of Confederation, land policies adopted 
were not very different from those which the Government of Canada a plied 
in the administration of Crown Lands in the Prairie Provinces. Undou tedly 
mistakes were made in the West, too, and their correction is still in process, It 
may have been a little unfortunate that the control of public lands in the Prairie 
Provinces was handed over to the provincial governments in 1930, althou 
it is rather obvious that the combination of drought and low prices could hardly 
have been foreseen at the time the decision was made. 

Mr. Wood has already referred to the Prairie Farm Rehabilitation Act and 
to agreements between the Government of Canada and the Province of Alberta 
in respect to the Eastern Rocky Mountain Conservation Board and the St. 
Mary’s-Milk River irrigation development. I think we could explore the impli- 
cations of these agreements rather more fully than has been done up to the 
present time. Another rather important cooperative arrangement between the 
Government of Canada and the provincial governments in the Prairie Provinces 
has been the establishment of a Prairie Provinces Water Resources Board, which 
studies and recommends to governments allocations of waters in rivers which 
flow across provincial boundaries. 

Another activity that should be referred to is the effort of the Government 
of Canada to assist in the adjustment of settlement through an exchange of 
properties in areas in Saskatchewan which have been proved unsuitable for agri- 
cultural production and those in irrigated areas in Alberta. Mr. Wood has 
pointed out variations in the acceptance of the Prairie Farm Rehabilitation Pro- 
gram in the different provinces; or perhaps more accurately, somewhat different 
policies are in effect in Saskatchewan and Alberta. Efforts are being made to 
bring these policies into line on mutually acceptable bases. 

In regard to the eastern Provinces, most of the land still available for settle 
ment is in the central Provinces of Ontario and Quebec. Where settlement is in 
process in the Maritime Provinces, it is mainly a secondary movement. The 
Province of Nova Scotia has a policy of reappraisal of farms which have been 
abandoned which is designed to provide land for those who may wish to farm 
in Nova Scotia, either veterans of World War II, civilians, or incoming citizens 
from other lands. 

There has been in recent times a more general recognition of the need for 
an examination of the potential productivity of land which a new settler may 
take up. In practically all of the provinces some form of reconnaissance sail 
survey is provided. In some provinces it is quite complete; in others not neatly 
so well advanced and in the new areas, all too little has been done. 

There is still an urge to own land. The frontier has not quite disappeared. 
It is in evidence, as Mr. Wood pointed out, in northern Alberta, in the Peace 
River block of British Columbia, in Ontario and Quebec, and in northern New 
Brunswick. In the new Province of Newfoundland, areas suitable for agricultural 
production are available on very reasonable terms. 

There has been an expansion within the last decade in mechanization of the 
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methods of land clearing. The axe and crosscut saw are now outmoded in 
clearing timber. They have been replaced by the bulldozer, the brush piler and 
large breaking ploughs. In some areas, ublic assistance is given to drain blocks 
of land that are considered to be suitable for land settlement. In Ontario, land is 
gill available in 160-acre blocks at 50 cents an acre, with the stipulation of six 
months’ residence annually for three years, and. the erection of buildings of a 
prescribed minimum size. Most of this land is in the Rainy River district of 
northern Ontario and in the Northern Clay Belt from Matheson to Cochrane and 
Kapuskasing. The Clay Belt extends over into northwestern Quebec and sub- 
stantial settlement has taken place in northwestern Quebec in recent years. 

In Ontario a new settler may be assisted in clearing and breaking land. He 
is subsidized at 50 percent of the cost up to a maximum of $12 per acre for 
clearing and $6 per acre for breaking. The maximum in any one year is limited 
to 10 acres of land clearing and breaking. Farmers who have more than 80 acres 
under the plough are not eligible for subsidy. Further assistance is given for 
drainage, the provision of drainage outlets, and in drilling wells. 

Little effort has been made in Ontario to provide for social services beyond 
the building of main roads, but in Quebec a highly developed system has been 
introduced, whereby churches, schools, health units, stores, and other facilities 
are developed rapidly and as soon after settlement takes place as is possible. 

In Quebec, people are encouraged to settle on land by liberal public assist- 
ance programs, amounting to about $3,225 for clearing, breaking, construction 
of buildings, provision of wells and other facilities. Such assistance is made 
available over a period of years. 

Mr. Wood has referred to the desire to own land. Many of our people came 
to this country in order to gain possession of land—something that was unattain- 
able in their home lands. Tenancy has never been a very large factor in Canada. 
Of course, as one might expect, it is largely confined to cash crop areas. This 
means western Canada and southwestern Ontario. Grain crops, sugar beets, 
and tobacco are adapted to share-cropping and some share tenancy has pre- 
vailed on livestock farms, both in the East and West, but the general rule 
seems to be that cash rental is preferred on other than cash crop farms. Even 
between 1941 and 1946 in the Prairie Provinces, adjustment between owner- 
ship and tenancy was in the neighbourhood of five percent. In other words, 
ownership increased by five percent and tenancy decreased by about that much. 
There has been no appreciable increase in the number of part-owners and part- 
tenants. One might have expected this to be the case, since farmers might 
readily rent land in order to adjust the size of farms in terms of land for more 
effective utilization of machinery. We do not have recent figures on tenancy and 
ownership for the country as a whole. These data are now being compiled in the 
1951 Census. There has been increasing interest in arrangements for the retention 
in families of farms which have been owned for three or four generations. This 
is a relatively recent development. 

It may be worth noting that in connection with postwar immigration, the 
majority of immigrants are going into industrial employment, rather than 
settling on land, as was the case in earlier times. 

Reference to land pclicy in Canada would be incomplete without indicating 
that in the postwar haw f approximately 55,000 veterans have been settled on 
land. About 23,000 of these have been placed on small holdings. More than 
800 fishermen have been established on land under the Veterans’ Land Act. 
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DISCUSSION 


R. J. PENN 
University of Wisconsin 


Mr. Wood has undertaken a very difficult assignment. It is not easy in a shor 
paper to describe many years of land policy and draw from it the significan 
issues. Those of us in land economics at least are glad to have Mr. Wood; 
paper available. It contains considerable information not previously in the 
literature of the field. I will make only one brief comment directly on M;, 
Wood's paper. It is that he has emphasized primarily the public land programs 
which have been carried on by the Provincial and Dominion Government. Fron 
my very limited acquaintance with Canadian experience, I know the people of 
Canada have made some notable contributions to methods of policy formuk. 
tion. I should like Mr. Wood to have given us somewhat more of this exper 
ence. 

But I intend to devote the few minutes I have today to discuss the question 
briefly—Why do we have a paper on land policy at allP Why does Marion Clay. 
son write a book on Uncle Sam’s Acres, Hibbard a book on History of Land 
Policy, and Peffer a book on the Closing of the Public Domain? (I have heard 
that some members of the Association have decided that they will define land 
as passive and no particular significance in the field of economics.) 

We have singled out land in the past and will continue to do so in the futur 
(1) because it has been one of the main surplus resources (in Canada and the 


United States) available for the oo ae of our economies, and (2) because f 


the peculiar institutions surrounding land are very often strategic or limiting 
factors in bringing about desirable land use adjustments. 

We in the United States, like you in Canada, found ourselves with a large 
amount of land resources—farm land, forests, minerals, etc. We had some m- 
tional objectives and we attempted to manage or dispose of our land resources 
in a way that would further our objectives. For a while the Federal Govem- 
ment needed cash very badly. In that period we attempted to manage the 
public domain so as to get as much money for the Federal Treasury as poss 
ble. Later we attempted to encourage settlement and development of the 
land. We gave land to the states for internal improvements, for educational 
facilities, for irrigation development, etc. We gave land to railroads to build 
our transport system. And we gave land to any citizen if he would live on it and 
make improvements on it. 

The surplus food from our midwest farm area made it possible for people 
to live in cities and work in our developing industries. Surplus food is now one 
of the critical needs in underdeveloped areas if they are to industrialize. Timber 
from our Great Lakes forest area boul a vital part in the development of our 
midwest metropolitan areas, includin Chicago. It actually furnished the lumber 
needed to build the buildings, but also in the process furnished liquid capital 
for industrial investment. It is no accident that many of the big lumber com- 
panies and Chicago banking houses of that day were jointly owned or very 
closely integrated. In this case the market was functioning to drain off land 
resources for industrialization. However, the public developed a policy during 
the “conservation era” between 1890 and 1910, that calins more than the 


existing market and price relationship was necessary if we were to use ou 
forests in the best interest of the public—including both current and future 
interest. 
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In short, we have used our land resources to accomplish our objectives. We 

recognize that if we are to have a land resource base for our economy we must 
not only use them wisely without waste, but we must also invest in their de- 
velopment. Land programs are evidence of public action taken in those areas 
where individual response to price did not adequately meet the public in- 
erest. 
Another major reason for giving attention to land policies and programs 
is that institutions peculiar to land are very often the strategic factor in land 
use adjustment. We have had in the past and still have many areas not in the 
best land use—problem areas or areas of underemployment. It is not so diffi- 
cult to find out how poor people are, but it is a real challenge to work out ways 
by which people can improve their lots with the resources at hand. It is in this 
type of analysis that institutions are of vital importance. Land programs and 
policies are concerned with changing the land rules so that desirable adjust- 
ments and improvements in land use can take place—so that the people using 
the land can increase their standards of living. I would hope that the time 
would not be far off when those who have written so much about “imperfections 
in the capital market” would take the next logical step and say something 
about how to remove those imperfections. 

We in Wisconsin have made some real progress in one so-called problem 
area. We had cut over much of our northern forest area by 1920 and we were 
hoping the “plow would follow the axe.” By 1924 it was evident we had ex- 
tended farming too far and owners were relinquishing title to great areas of 
land for taxes. The policy was formulated that the “cut over” should be changed 
back to a forest region. (Nearly five million acres of public forests have been 
established from these tax reverted areas.) A number of our institutions had to 
be revised as well as new rules developed. For instance, our tax laws on forest 
land were revised so that the individual could pay taxes at the time of harvest 
and on the value of the product rather than face an unknown tax payable once a 
year. About half our counties have rural zoning ordinances which restrict large 
areas against settlement and agriculture. Today the agricultural problems of 
northern Wisconsin are not of much significance. I should hasten to add, how- 
ever, that new land problems are developing around our expanding recreation 
rl and in connection with the use and disposal of wood products from our 
orests. 

Land tenure arrangements are very often the critical factor in individual 
farm adjustments, such as increasing the size of farm, changing the rotation, or 
improving practices. The tenure arrangements govern the division of costs and 
the rights to the product. Very often the division is such that the one bearing 
the cost does not receive the return. Hence the adoption of the practice may 
be prevented, even though it has been clearly demonstrated to return more than 
costs. Although adjustment in farm size is extremely complex, including the 
physical and spatial characteristics of land as well as the displacement of some 
farms, we have found that land tenure arrangements are rather fundamental 
to those adjustments. 

When we focus on land policies and programs we direct our attention to 
analysis of the will of people and how to accomplish that will. We direct our 
attention to the areas where land is strategic in accomplishing our objectives. 
We are working on ideas and procedures that man can use to improve his lot. 
These, I think, are some of the reasons our time and energy have been well spent 
on land policies and programs. y 
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LAND CLASSIFICATION AND RURAL ZONING 
Chairman: J. Coke, Department of Agriculture, Canada 
RURAL ZONING, PRESENT AND FUTURE 


ERLING D. SOLBERG 
Bureau of Agricultural Economics 


New Rural Zoning Problems 


ODAY, new forces are affecting the farming community on the 
eh fringe. Cities are bursting at their seams. Good roads and 
automobiles permit spreading the urban populace over the countryside, 
Commuter zones today embrace expanded areas of rural land. New areas 
of land-use maladjustments are appearing. Such areas of instability some- 
times extend 30 to 50 miles beyond city limits and often overlap fringe 
areas of neighboring cities. Suburbanization is reaching out, bringing into 
the rural community scattered residential subdivisions and homes, busi- 
ness centers and ribbon commercial areas, industries, and part-time farms. 
A condition of haphazard growth and idle land too often prevails; 
planned development seems to be the exception. Added pressures that 
cause change on the urban fringe stem from the purchase by city dwellers 
of farm properties as an investment, or as a form of security and safety, 
or for other reasons. 

The impact of these multiple pressures on the urban fringe agricultural 
community is often devastating. Land prices rise beyond the reach of 
operating farmers; taxes reflect speculative land values that may never be 
realized; special assessments for schools, water supply, sewers, or other 
improvements are voted by the nonfarm landowners, and development 
costs are thereby shifted to farm lands that may not be “ripe” for sub- 
urbanization for decades. Tax pressures, consequently, may force pre- 
mature subdivision of good farms or end in tax foreclosure. A rural com- 
munity’s capacity to produce food may be as effectively destroyed by the 
erosion of premature suburbanization as by the erosion of its soils. 

Today’s new problems, particularly on the urban fringe, call for the 
extension of conventional types of zoning regulations, and for the exer- 
cise of other zoning powers, sometimes in new and unconventional ways. 
Of course, zoning alone may not be enough. Other regulatory and 
remedial measures also may need to be taken. In order to understand 
how rural zoning may be used to meet these new problems—how zoning 
regulations and techniques may be adapted to attain new goals—it will 
be necessary to take a look at zoning in the past and to define a few terms. 
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Development of Zoning 


The earliest zoning in the United States consisted of regulations ban- 
ning powder mills from all but the outskirts of our colonial settlements. 
In 1692, Massachusetts authorized certain towns to assign areas where 
least offensive for the location of slaughterhouses, stillhouses, and houses 
for trying tallow and currying leather. Much later, in 1916, the first 
comprehensive zoning ordinance was enacted in New York City. In 1928, 
Wisconsin extended zoning to suburban areas, and, in 1929, authorized 
zoning in the open country. Today, 38 states authorize zoning of a part 
of or of all unincorporated portions of such states. 

But what is meant by the term “zoning”? What is the character of the 
various types of regulatory powers that are embraced by that concept? 
Zoning has been defined as the regulation by districts under police power 
of the height, bulk, and use of buildings, the use of land, and the density 
of population. This definition will become clearer after an examination 
of each stick of the bundle of differing but related types of controls that 
constitute the whole. Zoning involves four major kinds of directives, 
namely: use, site-area, building dimensions, and density of population. 
Each of the four, in turn, is composed of several separable parts. For 
example, the use controls imposed may pertain to buildings only, to land 
only, or, as is usually the case, to both. A zoning ordinance may create 
only suburban type zoning districts—residential, commercial, and in- 
dustrial-or it may establish only open country zones—agricultural, 
forestry, recreational, and grazing—or districts of both types may be 
formed. Within such districts multiple variations of permitted or pro- 
hibited uses may exist. 

Similarly, site-area regulations adopted may control minimum size of 
lots or tracts, the percentage of the tract that may be occupied by build- 
ings, the size of side or rear yards, courts, or other open spaces, and the 
set-back of buildings from roads. Building dimension restrictions, more- 
over, may pertain only to the height of buildings, as is frequently the case, 
or the regulations may also control the number of stories, size, bulk, kind, 
and design of buildings. Density of population may be controlled by 
limiting the number of families permitted per lot or tract, or by prescrib- 
ing in square feet the minimum areas of ground or floor space required 
per family. 

Zoning developed in crowded cities. Its basic regulations were shaped 
for urban ends. Later, building on this urban created base, zoning regula- 
tions and techniques were developed for intensive land-use areas on the 
urban fringe and then for open country areas. The future, as we shall 
see later, promises further adaptation of zoning to serve rural com- 
munities. 
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At this point, a word needs to be said about the functions and characte; 
of zoning enabling laws. 


Rural Zoning Enabling Laws 


Rural units of government must obtain their power to zone from the 
State. Usually this power is conferred by zoning enabling laws enacted 
by the various state legislatures. Thirty-eight states have passed such 
laws empowering any or designated classes of counties, towns or town. 
ships, or other local units of government, to adopt rural zoning 
ordinances. In total, 175 different enabling laws are in force in the % 
states that authorize zoning in unincorporated areas. Over 100 of these 
acts apply to counties, 50 apply to towns or townships, and 23 apply to 
miscellaneous governmental units. 

The field of regulatory power that may be exercised by a local govern- 
ment, both as to areas that may be zoned and as to types of regulations 
that may be imposed, depends upon the particular law conferring such 
zoning authority. In this respect, the enabling statutes vary materially, 
The great majority of counties, towns, or townships empowered to adopt 
ordinances may zone the unincorporated portion of the territory within 
their respective boundaries. A few county zoning enabling laws limit 
such territories to areas adjacent to incorporated municipalities, to strips 
along certain highways, to areas near military reservations, or to densely 
populated rural areas of limited size. 

Most zoning enabling statutes authorize the rural units of government 
empowered to zone to exercise all of the four main classes of powers 
mentioned earlier, namely, dimension, site-area, density, and use zoning 
powers. However, use regulatory powers, under one or more enabling 
laws in 28 states, presumably may be exercised only in suburban or in- 
tensive land-use areas. Besides, 30 zoning enabling statutes in 17 states 
exempt agricultural activities from zoning regulations. Most of these laws 
prohibit any regulation or restriction of the use of land, and the use, 
repair, alteration, or construction of buildings or structures for agricultural 
purposes. These limitations, however, do not mean that there can be no 
zoning regulations imposed in agricultural-type districts in such states. 
Nonagricultural activities are frequently regulated in such districts for the 
benefit and protection of the rural community. 


County Rural Zoning Ordinances — 


State zoning enabling laws merely empower the various countries, 
towns, or townships to enact zoning ordinances. These local units of 
government, at their discretion, may exercise the authority conferred or 
they may decline to act. However, if they decide to enact zoning ordi- 
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nances, they must formulate them within the framework of the enabling 
laws which govern the types of regulations that may be imposed. 

By 1949, rural zoning ordinances had been adopted by 173 counties in 
93 states. Wisconsin leads the Nation in number of counties having 
rural zoning ordinances, with over one half of its counties zoned. In 


' California, 26 of the 58 counties have adopted zoning ordinances. Illinois, 


Indiana, Nebraska, and Virginia each have ordinances in effect in 10 or 
more counties, and in seven other states rural zoning ordinances have 
been enacted by five or more counties. 

Because a county has enacted a zoning ordinance, it does not neces- 
sarily follow that the entire county has been zoned. Generally, only 
populous areas are affected by suburban type ordinances, and, frequently, 
only forested areas are zoned by the open country type. Ordinances com- 
bining elements from both types often provide for residual districts that 
are subject only to minor restrictions or to none at all. 

Thirty-five of the 74 county ordinances examined were of the rural 
comprehensive type. This class of ordinance imposes dimension, site-area, 
and density of population regulations and, in addition, regulations per- 
taining to the use of buildings, structures, and land in both suburban and 
open country areas. The next largest class consists of open country use 
ordinances, such as are found in northern Michigan, Minnesota, and Wis- 
consin. Under this type, only use regulations are imposed. 

Zoning districts established by the county ordinances examined are of 
six main types or classes, namely: residential, agricultural, forestry and 
recreational, commercial, industrial, and residual. Each main class con- 
tains several subclasses, the agricultural class consisting of general agri- 
cultural, residential-agricultural, and country home districts. General 
agricultural districts are provided for in 50 percent of the ordinances 
examined. 

Uses regulated in the three agricultural type districts are of nine main 
classes, namely: residence, agricultural industries, recreation, commerce, 
public and semi-public, public utility, mining and related activi- 
ties, and general industrial uses. Zoning restrictions on agricultural activi- 
ties in general agricultural districts are infrequent, except for regulations 
pertaining to farms for the disposal of garbage or offal, hog ranches, and 
livestock feeding and sales yards. A number of states, as has already been 
mentioned, exempt agricultural activities from zoning regulations. Such 
exemptions, as interpreted in a few states, do not apply to tracts con- 
taining five to 10 acres or less. 

Minimum tracts required in country home districts range from 10,000 
square feet to five acres. Minimums in residential-agricultural zones 
range from one-half acre to 20 acres. Under provisions of a few county 
ordinances, minimum tracts required for each dwelling unit vary, depend- 
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ing upon whether there is a private well or a public water supply, 
whether a septic tank or a public sewer is used, and also depending upon 
soil conditions. Single-family residences are permitted in all agricultural. 
type districts, and two-family dwellings are permitted in the greate 
proportion, but multiple-family units are frequently barred. One ordi. 
nance prohibits more than eight families from permanently residing o 
any one farm, irrespective of size of dwelling units. 

Various classes of forestry and/or recreational districts have been estab. 
lished in three Lake States, namely, Michigan, Minnesota, and Wisconsin, 
and in the States of California, Colorado, Utah, and Washington. In 
Michigan, emphasis has been on recreational districts, and several classes 
of zones have been developed. Zoning emphasis in some is directed 
toward retaining to the maximum the natural environmental conditions 
and, in others, toward guiding the development of commercial “resort” 
zones. 


Principles of Zoning 

So much for the past. Admittedly these remarks provide a very sketchy 
outline of the present status of rural zoning in the United States. Enough 
has been said, however, to show how urban-created legal raw materials- 
the basic types of zoning regulations and techniques—have been modified 
and adapted to serve the rural community. What does the future hold 
for rural zoning? Experience provides guide-lines for the future. The 
very diversity of experimentation in the state zoning laboratories—the 
legislatures and local zoning agencies—offers many leads. Our problem 
is largely one of adapting what we have been doing in the past to 
future objectives. The task of devising new zoning directives and methods 
to attain new goals becomes easier if we keep in mind the basic types 
of regulations previously discussed, and are cognizant of some limitations 
of local zoning stemming from the incidence of zoning benefits and from 
certain local political aspects of zoning; and also if we are advised of 
various means used by the State to influence the character of local zoning 
regulations. With that information as a background, we can more readily 
appreciate the opportunities for adapting existing zoning devices for the 
solution of new community problems. 


Incidence of Zoning Benefits 


Benefits from some types of zoning regulations are local, direct, and 
personal; from others the advantages are indirect, even intangible, and 
accrue to the locality as a whole or to society generally. For example, 
zoning regulations intended to create and maintain healthy, convenient, 
attractive, and efficient neighborhoods may depend primarily on local 
initiative and action. Here, the character of the regulations imposed and 
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violations of them have a direct impact on the amenities of the neighbor- 
hood properties. 

Benefits from other kinds of zoning regulations accrue primarily to 
the community at large, with lesser or even no advantage resulting to 
the local neighborhood or its landowners and occupants. Included in 
this category may be certain types of roadside, watershed, forestry, and 
recreation district regulations. Roadside zoning regulations may include 
restrictions or prohibitions on commercial uses and outdoor advertising, 
and impose off-street parking, set-back, and access controls. Roadside 
zoning preserves the safety and traffic carrying capacity of the highways. 
Its benefits accrue primarily to the general public. In fact, the interest of 
an owner of land adjoining the road often conflicts with the interest of 
the traveling public. 

Benefits resulting from the creation of forestry and/or recreation 
zoning districts are both local and regional, direct and indirect. Those 
accruing to forest landowners are ascribed primarily to lessened fire and 
trespass hazards, and to lower taxes resulting from the need for fewer 
public services. Owners of recreational lands and the general public both 
benefit to the extent that zoning helps to maintain or to improve the 
recreational character of the districts. Other benefits attributed to zoning 
of watersheds to forest-recreational uses are the stabilization of stream 
flows and water supply, and the reduction of flood crests and silt flows. 
These benefits may accrue primarily to downstream water users and to 
occupants of the flood plain, that is, to people living outside the forest 
zone. 


Ordinances Usually a Local Product 


Although the incidence of the benefits from rural zoning may be local, 
regional, state-wide, or greater, depending upon the character of the 
regulations adopted, zoning authority customarily is vested by the State 
in local governments, such as counties, towns, or townships, and other 
miscellaneous units. Perhaps the public interest would be served if some 
zoning powers were also exercised at other levels of government. The 
appropriate level or combination of levels to impose zoning sanctions 
would seem to depend upon the nature of the problem. The criterion is 
whichever level can do the best job. 

The typical rural-zoning ordinance is a local law adopted by the com- 
munity for dealing with certain types of existing and prospective land- 
use and related problems. The ordinance prescribes rules of conduct 
within the field embraced by its regulations. The field of permissible 
zoning regulations, however, is limited functionally by the bounds of the 
authority granted in the enabling law, and it is limited geographically 
by the boundaries of the local government empowered to zone. More- 
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over, the scope of regulations actually adopted often is limited in respons. 
to individual and group pressures stemming from a divergence of interes 
between landowners. It is reasonable to expect that types of directive, 
sometimes slighted are those primarily in the general public interest, x 
distinguished from those conferring specific individual and local benefit, 
Another factor adversely affecting zoning in many rural communities j 
the meager budget allowed zoning agencies. 


Gradations in State Control of Regulations 


Let us turn now to the various means used by the states for influencip 
the character of local zoning regulations. Six gradations were observed ij 
existing state zoning laws. These gradations suggest various ways avail. 
ble to the states for affecting desirable zoning ends. 

The first and the usual means employed is the permissive enabling 
law. Under this law the State grants zoning powers to some classes of 
its rural governments and withholds them from others. Moreover, such 
enabling laws authorize the community to adopt certain types of zoning 
regulations and impliedly or expressly prohibit others. The local com. 
munity may exercise some or all of the powers granted, or it may decline 
to zone. 

An added measure of state control over the character of rural-zoning 
regulations is, no doubt, effected in states that have adopted the second 
approach and assist local governments with their planning and zonin 
problems by providing technical guidance. This group of enabling laws 
designate a state or a regional agency to advise or to participate in the 
preparation of the original zoning plan. 

A third technique is used in a few states. This affirmatively limits the 
field of choice of zoning regulations by requiring that the community, 
if it zones, impose regulations of a designated character. Examples of 
such enabling statutes are an Oklahoma act which lists the characteristics 
and types of zoning districts that must be created if an ordinance is 
adopted, a Tennessee statute which excludes from residential district 
all nonresidential uses except those enumerated, and a Florida law which 
designates a 30-foot set-back along named roads. 

A fourth and more direct approach is employed in two states that 
reserve the right to review and veto. In Michigan, county zoning ord: 
nances must be approved by the Department of Economic Development 
before becoming effective. A Missouri law requires prior approval o 
proposed county zoning regulations. from the State Planning Board, the 
Commissioner of Health, and the chief engineer of the State Highway 
Commission. The power of veto, although negative, may be used affirm 
tively to achieve desirable zoning regulations if the community is strongly 
inclined to zone. 
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A Florida roadside zoning law illustrates a fifth, more far-reaching 
approach. By this statute the Duval County Planning Council is “directed, 
authorized and empowered” to divide highway protective areas into five 
classes of districts, namely: commercial, industrial, residential, recrea- 
tional, and agricultural. This law is not permissive but mandatory. The 
community is ordered to zone. 

The sixth and final gradation is exemplified by another Florida law. 
Under this law, local zoning regulations are directly imposed by the State. 
The ordinance, adopted by the Florida Legislature, provides detailed 
zoning regulations for Virginia Park Subdivision, near Tampa. 


Possibilities and Prospects 


What is the outlook for rural zoning? Certainly we may expect its 
extension into new areas. The 10 states that remain without enabling 
legislation may be expected to confer zoning powers on their local gov- 
emments. Also, we may expect an enlargement of zoning powers con- 
ferred under present enabling statutes, both functionally, by the granting 
of broader zoning authority, and geographically, by the empowering 
of other local units of government to zone. Perhaps we will see better 
regional and community planning and a greater integration in the use of 
the zoning tool with other land-use regulatory tools. The future may also 
see the State playing a more direct role in zoning. We may see zoning 
at the regional or multiple-county level, at a combination of levels, or at 
the state level. Moreover, the future may bring adaptations in the use 
of conventional types of zoning regulations and, perhaps, new kinds of 
regulations. New rural problems and goals call for new zoning techniques. 
Faint outlines of coming changes, sometimes perhaps experimental, were 
observed in the zoning enabling laws and ordinances examined. These 
faint outlines suggest avenues of adaptation of the zoning technique 
that will be explored in the remaining minutes. Other possibilities may 
occur to the reader. 


Roadside Zoning 


Problems stemming from inadequate roadside zoning or from its 
absence are evident in many rural communities. Merely empowering 
counties or towns to pass roadside zoning regulations does not assure the 
adoption of adequate controls. The community, or its neighbor, may 
decline to zone, or may adopt inadequate regulations. Good roadside 
zoning too often stops at a political boundary, but the road goes through. 

Examples have been cited of some legislative experimentation with 
roadside zoning, including laws requiring minimum set-back lines, if the 
community zones; laws directing local governments to adopt regulations; 
and laws authorizing state agencies .to veto roadside ordinances. In 1949, 
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the legislature of another state seriously considered conferring on it 
State Highway Department authority to zone areas along certain road 

Perhaps the State is the appropriate level for imposing roadside zonin 
at least on primary highways. Greater uniformity in roadside regulation 
both geographically and chronologically, is needed to maintain th 
traffic carrying capacity of highways, to increase or preserve their safeh 
for travel, and to protect the scenic attractiveness of the landscape, Ther 
are numerous examples of new arterials which, after only a few years, 
become cluttered with ribbon business districts, with a resulting reduo. 
tion in rate of traffic flow and an increase in traffic hazards. Examples are 
also common of attrition by local interest causing a gradual break. 
down of locally imposed zoning regulations. The larger public interest 
suffers. A realistic approach calls for administration of roadside zoning 
at a level more able to resist harmful local pressures. 

In 1947, Michigan authorized its cities to eliminate nonconforming 
uses in residential districts by purchase or condemnation. Similar authority 
to condemn dangerous nonconforming structures in glide areas is usually 
conferred by airport zoning enabling laws. An analogous public purpose 
would be served by the exercise of the power of eminent domain for 
suppressing dangerous noncomforming uses in roadside zoning distriets 
Moreover, grants and aids for highway purposes might be predicated on 
the existence of adequate roadside zoning. 


River Basin Developments 


Rural zoning is a useful regulatory tool that should not be overlooked 
when planning river basin developments. No doubt, farm communities in 
river basins will make increasing use of conventional zoning regulations 
for guiding their expanding economies. New types of regulations, adapta- 
tion of old types to attain new ends, and rural zoning by other levels of 
government offer possibilities. 

Rivers are indifferent to political boundaries, and flow unconcemedly 
toward the sea. On their way, they may confer multiple benefits or wreak 
major havoc. Unwise land use on the watershed often accentuates prob- 
lems in the valleys below. Conversely, remedial measures applied up- 
stream may confer both local and downstream benefits. Problems of river 
basins call for the integration of remedial programs of all areas. However, 
the authority of remedial and regulatory agencies often ends at political 
boundaries. 

Programs looking toward stabilization of water supply and reduction 
of siltation and flood crests must begin on the watershed, with soil 
stabilization and water retardation on agricultural, grazing, and forest 
lands. One means of reserving upper watersheds for stream regulatory 


purposes is by purchase for public forests. Perhaps the same end could be 
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attained by strengthening forest zoning. Forest zoning might be fortified 
by regulations at other than local’ levels or at a combination of levels. 
Blocking-in of private forest holdings could be aided by allocation of 
river basin development funds for the purchase or condemnation of 
nonconforming tracts to be resold for forestry and recreational uses. At 
the same time, public recreational values should be protected by zoning 
regulations similar, to those found in two Michigan ordinances which 
require forest land to remain open to public hunting and fishing. The 
State is justified in exercising firmer control of rural zoning where state 
and national investment and interest in rehabilitation is large. 

Consideration should also be given to flood-plain zoning. Certainly 
residences should be excluded from areas subject to frequent or serious 
flooding. Annual flood losses might be greatly reduced by restricting 
such lowlands to general agricultural uses and the more critical areas to 
grazing. Exercise of the power of eminent domain might be justified for 
removing from the flood plain, structures and uses subject to aggravated 
flood losses. Again, as in flood-source areas, flood-plain zoning regulations, 
to be most effective, need to be imposed at a level of government higher 
than the local level. Maximization of benefits from flood-plain zoning calls 
for restrictions on land use in all areas subject to periodic damaging 
inundation, irrespective of local political boundaries. Benefit-cost analysis 
might be used in making a choice between flood-plain zoning and alterna- 
tive remedial measures. Such analysis would also be helpful in determin- 
ing the character of flood-plain zoning regulations to be adopted. 


Agricultural Districts 


The full potential of the rural zoning technique for protecting the 
agricultural community and for guiding its growth has not been realized. 
Frequently the public interest would be better served by preventing 
unplanned, haphazard, premature suburban development on good agri- 
cultural lands. The destruction of the agricultural character of rural 
communities on the urban fringe often begins by sale of a few small tracts 
for residential uses. Such parcellation and nonfarm uses are permitted by 
prevailing farm zoning district regulations. The process continues, bring- 
ing with it school and sanitation problems, higher taxes, and, finally, 
economic and political submergence of the rural community. Perhaps 
zoning regulations could be designed to prevent such changes until the 
area is “ripe” for suburbanization. For example, prohibition of nonfarm 
residences in agricultural zones and the imposition of large-tract mini- 
mums would tend to retard parcellation. In other words, use regulations 
pertaining to agricultural zones might be of a noncumulative character 
and exclude rather than admit all uses allowed in more restrictive zones. 
This is a growing practice in industrial zoning districts. Furthermore, 
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statutes prescribing five-acre minimums in residential-agricultural ZOnes 
are not infrequent. A Colorado ordinance imposes a minimum of 20 acres 
for each dwelling unit. 

By adequate zoning and related measures, suburban expansion in many 
communities could no doubt be directed toward the less fertile agricul. 
tural lands. The national interest is served by maintaining the food 
producing capacity of our soils. We are doing something about sj] 
erosion. Perhaps tomorrow we may find a way to keep the better soil; 
on the expanding urban fringe producing food. 


Zoning in Defense Areas 


During World War II, rural zoning gave public direction to mush 
rooming urbanization near newly established or enlarged military install. 
tions. The Nation is again mobilizing its resources for defense. Existin 
military facilities are being reactivated and new facilities established. 
Industries are being decentralized, and frequently are located in rural 
towns or in the open countryside. Again the National Defense effort can 
be materially assisted by zoning direction of the growth of these changing 
rural communities. 

Two statutes pertaining to zoning in defense areas deserve special 
mention. In 1941, Nebraska created a state zoning agency to coordinate 
zoning activities in defense areas. The agency was empowered to group 
cities, villages, counties, or portions thereof, into state zoning districts, 
whenever a military reservation was, or was about to be, located in such 
areas. Under this zoning defense law, which is still in effect, the original 
zoning plan is prepared by the agency and submitted to the local units 
of government. They may approve the plan as submitted, or may, before 
adoption, change the zoning plan pertaining to areas under their re 
spective jurisdictions. 

The second act referred to was enacted by North Carolina in 1949, and 
conferred zoning powers upon the Cherry Point Marine Corps Air Sta- 
tion Zoning Commission. The zoning area involved is located in two 
adjoining counties. The respective county boards are authorized to ap- 
point two members of the zoning commission, and the fifth member is 
appointed by the commanding officer of the air base. Both planning and 
legislative powers are granted to the zoning commission. Perhaps this 
latter act foreshadows coming regional zoning agencies. 


Conclusion 


In closing, I want to leave a warning and a reminder. Consequential 
decisions are often made by omission. The character and future develop- 
ment of a rural community, particularly on the changing urban fringe, 
may be as greatly affected by legislative inaction as by legislative action. 
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Evolving land-use problems in a dynamic rural economy call for affirma- 
tive guidance by the community. Only slight protection to its agricultural 
values is offered by the now frequent provisions in state rural zoning 
enabling laws, exempting agricultural activities from zoning regulations. 
The tide of change moves by unguided, where decisions vital to the wel- 
fare of the rural community are made by inaction—by doing nothing. 
Also, again I want to stress that the legal raw materials of zoning— 
the various types of zoning regulations—were urban-created; that pioneers 
in the field of rural zoning took these basic raw materials and by adapta- 
tion shaped them to serve the rural community, both on the urban fringe 


and in the open country. Today’s new rural problems and goals call for 


new zoning techniques. As in the past, so in the future, rural zoning will 
no doubt prove to be a flexible community tool. We may look for further 
experimentation with rural zoning enabling legislation by state legisla- 
tures. We may also look for additional adaptations and innovations in 
the use of the zoning technique. Rural zoning is still in its youth—its 
full potentials have not been tapped. 
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LAND CLASSIFICATION IN THE PRAIRIE PROVINCES 


C. C. SPENCE AND G. HAASE 
Department of Agriculture, Canada 


AND classification in western Canada has been concentrated in th 
plains areas of the Prairie Provinces. This area comprises the north. 
ern extension of the Great American Plains and reaches from the Red 
River Valley on the east to the Rocky Mountains on the west, and north. 
ward in a triangular shape to a point some 300 miles north of the 49 
parallel and not far from the third meridian, which marks the boundary 
between the provinces of Saskatchewan and Alberta. 
The physiography of the whole area, except where it merges into the 
mountains in the west, is characteristic of continental plains. At the outer 
fringe of the Open Plains the native vegetation begins to change from 
the dominant grass of the prairie areas to the willow and aspen groves 
of the forest fringe. The transition from grass to woodland forms a fairl 
wide belt around the Open Plains and is characterized by the black soils 
which cover the greater part of southern Manitoba, eastern, north 
central, and northwestern Saskatchewan, and eastern, north central, 
and western Alberta. Beyond this black soil belt is the transition of the 
black or parkland soils into the podzols, the lower fringe of which in 
general marks the frontier of present settlement. 

The brown soils characteristic of the Open Plains gradually become 
darker toward the edge of the parkland belt comprising the black soils. 
Roughly one half of the presently occupied area of the three Prairie 
Provinces is within the brown soil zones, although less than one quarter 
of the population dwells therein. 

The climate of the Prairie Provinces is continental in nature because 
of their inland position. The extremes of heat and low precipitation tend 
to occur near the centre of the general area, coinciding with the south- 
central portions of the Provinces of Saskatchewan and Alberta. This 
inland position largely dictates the economy of the region, because the 
markets for most of the prairie products, as well as the centres producing 
the manufactured needs of the area, are situated at a considerable 
distance from these provinces. 

The establishment of agriculture in these areas was relatively rapid 
The Open Plains were readily brought under cultivation, and wheat 
early became the most important crop. It was the one best adapted to the 
greater part of the region and enjoyed a ready, though distant, market. 
The wheat economy thus established has continued to dominate the 
economy of the Open Plains, and is only of little less importance to that 
of the Prairie Provinces as a whole. The establishment of this wheat 
economy took place largely from 1900 to 1930. The rapid agricultural 
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settlement and cultivation which marked that period was encouraged by 
national immigration policies, the Homestead Act, and the efforts of 
certain nongovernment organizations interested in land development 
and population. 

In view of the rapidity of this settlement over such a wide expanse 
of territory of untried use, the failures were few compared with the 
achievements; nevertheless, failures of far-reaching magnitude occurred. 
The effects of these were cumulative and were multiplied by the pro- 
longed drouth of the thirties. Certain of these failures that did occur may 
be attributed to some extent to the apparent wrong use of land in parts 
of the Open Plains. This may be observed in the almost total abandon- 
ment for cultivation of fairly extensive areas in southeast Alberta and 
southwest Saskatchewan. These lie within the central part of the Open 
Plains, where the incidence of heat and low precipitation is greatest. 

In general, less abandonment for cultivation took place outside the 
central part, and was chiefly associated with inferior lands. Abandonment 
was not total in all cases; although it probably was for one settler, another, 
after a return of more favourable moisture conditions, attempted to farm 
where the first had failed. If he had other lands and sufficient capital, 
he probably was able to hold on to it and continued to farm it; if not, 
he probably would have had to give the job up as had his predecessor. 
Such adjustments took place with considerable hardships on the part of 
the individual settlers concerned and at much expense to the public 
bodies responsible for the welfare of these people. 

The instability thus created called for periodic government assistance, 
which in turn led to a demand for a more permanent solution. The 
passing of the Prairie Farm Rehabilitation Act in 1935 by the Federal 
Parliament, and setting-up machinery to administer the act, may be re- 
garded as an acknowledgment by the Federal Government of some cf 
the difficulties that arose from their original settlement policies. One of the 
agencies called upon to assist the P.F.R.A. was the Economics Division 
of the Federal Department of Agriculture which, in cooperation with the 
farm economics branches of the universities of the Prairie Provinces, 
undertook studies of economic and social problems associated with the 
use of the prairie land. 

To give such studies a more practical turn for the use of the adminis- 
trators, whom the cooperating agencies were called upon to serve, an 
economic classification of the land in the Open Plains region was com- 
menced in 1936. 

Provincial authorities in Saskatchewan and Alberta, who were responsi- 
ble under land utilization legislation for retiring from cultivation lands 
unsuited to that use, and federal authorities responsible for carrying out 
provisions related to land use in the Rehabilitation Act, asked specifically, 
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“What lands should be so retired from cultivation?” In the economic sense 
what lands were submarginal, marginal, and better than marginal? These 
terms were bandied about with as many different connotations as the 
number of people who used them. During the early thirties the incidenc 
of drouth and low prices struck most severely on the Plains Region, 
There were severe soil drifting, grasshoppers, and crop failures eyey 
where the land was most fertile. There was almost universal relief 
assistance for production as well as living subsistence, but not enough 
to allow for proper fallowing and other cultural practices, and the 
machinery then in existence was almost worn out. Under these conditions, 
some of even the most productive land was submarginal in the economic 
sense. 

Thus was the need of orientating our objectives in respect to the use 
of land on the Open Plains to bring the whole problem into its proper 
perspective. Fortunately in Saskatchewan, where the problem was most 
acute and widespread, there was a background of information on farm 
production, etc., which had been systematically gathered by an active 
statistics branch in the Department of Agriculture for some 15 years 
previously. There was a fairly detailed reconnaissance soil mapping con- 
pleted for the whole open plains country; this had been begun 12 years 
before. And, last but not least, a series of farm management and business 
studies had been begun about 10 years before by the late William Allen, 
which had covered many parts of the Open Plains and which had empha- 
sized not only farm organization, but land use, yields, indebtedness, and 
financial progress. 

Drawing on this background of information, the first task was to 
determine and to define what constituted marginal land on the open 
plains of Saskatchewan and to orientate other kinds of land differing in 
productivity around it. Reference has already been made to the im- 
portance of wheat in the economy of the Open Plains of western Canada. 
About 45 percent of the cultivated land was in wheat. It has held at 
that for more than a quarter of a century, except for a few years during 
the early forties when farmers were paid not to grow wheat, under the 
Wheat Acreage Reduction plan. Fallowing occupies more than a third 
of the cultivated acreage, with other grains, in a minor position as users 
of land, usually based more on rotational requirements than upon theit 
competitive position in relation to wheat. More than three quarters of 
the gross farm income of the Open Plains is derived from wheat. Wheat 
is the most profitable use of the land, hence marginal and other classes 
of land were determined on that use and defined in that relationship. 

Marginal land in wheat production was defined as land which because 
of its location, character and record of production, operation with 
average managerial ability, in a unit of average size and typical organiza- 
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tion, would be expected to pay expenses—including depreciation and 
taxes—and would provide a living for the operator and his family; but 
above these, would not provide a surplus to pay for the use of land either 
as rent or interest. 

Farm business studies in south central Saskatchewan prior to 1936 
had indicated that the average size of farm in the area was three quarter- 
sections, or 480 acres. The same studies indicated that in order to meet the 
expenses enumerated above, these farms would have to produce between 
1,050 and 1,425 bushels of wheat for sale annually. This was in addition 
to the income received from minor sources such as livestock, livestock 
products and so forth, of the kinds and amounts usually found on these 
farms. The lower limit of the range for marginal land, 1,050 bushels of 
wheat available for sale, was premised on the operator’s accepting the 
equivalent of hired man’s wages as remuneration for his labour and 
management, a condition felt to be the least acceptable to him to assure 
continuation of the cultivation of the land. The upper limit, 1,425 bushels, 
allowed a. remuneration to the operator equivalent to the average living 
costs of farm families in the region. Farm living costs, receipts from farm 
products, costs of farm operation, and hired man’s wages were computed 
on a long time price level basis. 

While a farm unit of the average size in the area was used in determin- 
ing what constituted marginal land for wheat production, the unit of 
classification was the quarter-section of land. It is recognized that the 
“farm is the unit of use,” but in using it as a unit of classification there are 
practical difficulties. A farm may contain three quarter-sections this 
year, and in five years hence include two quarters from an adjoining farm; 
atid one of its original quarters may even be sold to form a part of another 
farm. The farm boundaries are by no means permanent. In western 
Canada the quarter-section survey fixes the unit for legal description, 
original free grant of land, taxation purposes, and so forth, and it is 
rarely divided by sale for agricultural purposes. It is permanent. Because 
of this, the quarter-section has been used as the unit in the economic 
classification of the land in the Open Plains Region of western Canada. 
Hence, on a quarter-section basis, marginal land for wheat production 
in south central Saskatchewan ranged from 350 to 475 bushels of wheat 
available for sale on an average annually, or one third of the total 
available for sale from a farm of average size. As a first approach in the 
classification, quarters whose potential productive capacity came within 
that range were considered marginal for wheat production and desig- 
nated Land Class II. 

Within a like farm organization, quarter-sections not capable of pro- 
ducing more than 350 bushels of wheat available for sale were considered 
submarginal in wheat production and designated Land Class I. On the 
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other hand, parcels capable of producing more than 475 bushels of wheat 
available for sale were considered supramarginal. This implied that , 
surplus could be earned above operating, capital maintenance, and 
operator's remuneration to pay on use of land. Land Classes III, IV, and 
V comprise the supramarginal land, accommodating respectively the 
better wheat growing lands—Land Class V identifying the most de 
sirable parcels in this use. 

Land classified as submarginal for wheat production does not preclude 
its being supramarginal in some other use. The alternative use on the 
Open Plains is grazing. In grazing, fewer production factors, other than 
land, are required than in the more intensive use for wheat growing. 
hence, some payments for use of land may be forthcoming. Land classified 
as supramarginal for wheat indicates that there is a surplus above the 
costs of factors other than land in its production, which can properly be 
used in payment for use of land. 

Now you will recognize that in establishing the basis of this classifica- 
tion a number of assumptions were made, upon the soundness of which 
depends the validity of the classification. I shall refer to these, but 
before doing so, it may be well to outline the mechanics of the classifica- 
tion a little further. 

Since the basis of classification was essentially the productivity of 
individual quarter-section parcels, the technique of classification con- 
sisted of establishing for these parcels the potential out-turn of wheat. 
For individual parcels this out-turn was the product of the annual yield 
and arable acreage. Soil type and wheat yields were made the criteria for 
estimating the physical productivity of parcels to be classified. Field 
survey procedures were developed to obtain the best possible records 
of wheat yields for the main soil types in the area. For each type of soil 
these records were then averaged to determine long-run yield expectancy 
as related to past experience. The determination of arable acreage for 
each parcel was made by field inspection aided by aerial photographs 
and plats of land valuators of Provincial Land Assessment Commission. 

Knowledge of soil type and arable acreage for a particular parcel 
permitted an estimate of productivity and a tentative placing of the 
parcel in one of the five land classes. Within soil types, however, the esti- 
mates of yield levels on individual parcels showed considerable variability. 
These were due to differences in physical characteristics, such as topogra- 
phy, stoniness, and extent of erosion, and also to local differences in 
climate. In addition to producing lower yields, these undesirable soil 
phases were also more difficult and costly to cultivate. In finally de- 
termining land class, it was therefore necessary to construct, for each 
parcel, a productivity rating which took these factors into account. The 
average yield for the soil type was first adjusted according to the condi- 
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tion of the individual parcel and then combined with the total arable 
acreage of the parcel to give a final estimate of productivity. The final 
rating could thus be either higher or lower than the preliminary estimate 
based upon average yield alone. The results of the classification were then 
verified by observation in the field, particularly to review borderline cases. 

The ranges in bushels of wheat for the respective classes as given were 
established for south central Sasketchewan. In the classification of west- 
em Saskatchewan, and eastern and southern Alberta, cognizance was 
taken of the somewhat higher freight rates which prevail in those regions 
by reason of longer haul to market, with consequently slightly higher 
farming costs. The ranges in bushels of wheat for equivalent land were 
shifted upward to make the incomes comparable. 

By way of summary, the land classification described has consisted of 
rating quarter-sections according to their capacity to produce revenue 
from wheat in relation to costs. The critical class, Land Class II, marginal 
for wheat, was established in reference to an average size farm made up of 
parcels of land of such characteristics that would yield only sufficient 
revenue to pay the operating costs, capital maintenance and remuneration 
to operator, and hence no surplus to pay for the use of the land. In the 
composition of such a farm a “norm” was assumed, not only for size, but 
also for type, management, and costs of operation. Furthermore, past 
conditions of yield and prices were assumed to prevail in the future. Thus, 
the conditioning factors establishing the classification have been made 
static, and the weakness of this in a dynamic economy need not be en- 
larged upon to this group. Without conditioning factors, however, one 
can hardly contemplate a land classification arrived at in more or less 
objective manner, and this necessarily confines its usefulness to a specific 
purpose and for a limited time. 

Up to the present the classification has continued to serve the purpose 
for which it was created. That was to indicate to those who are called 
upon to administer land policies in the Open Plains Region those parcels 
which are better utilized by grazing and those which can be more prof- 
itably utilized in wheat production, and a relative grading in this use. 
Though the utility of the classification up to the present time has been 
limited by reason of the time required to cover the Open Plains country 
in the classification, nevertheless it has performed and is performing still 
a useful function. The classification served as a basis of establishing most 
of the community pastures in the open plains of Saskatchewan. It has 
given guidance to the Saskatchewan Land Utilization Board. It is used 
by land use and conservation administrative bodies in both provinces. The 
economic classification of the lands in the Special Areas of Alberta was 
adopted by the Administration of those areas as soon as it was made 
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It is nearly 15 years since the original concept of marginality in ay 
average sized farm within the Open Plains Region of the Prairie Provinces 
was established. Since then, wheat farms have increased in size and 
have become more mechanized. What has been the effect? Has the land 
added to the marginal farm in wheat production a decade ago and ip. 
creased mechanization raised the unit above a marginal one? Studies 
carried out with a view of testing this in western Saskatchewan as late as 
1947 do not indicate that the changes in average size and extent of 
mechanization have raised the unit above a marginal one, when receipts 
and costs are adjusted to long time averages. The increased mechanizg. 
tion has brought about increased costs in both the overhead and operation 
of the average sized unit, comprised of Land Class II land, in relation 
to the gross returns. Other costs, such as those associated with the content 
of family living requirements and used as the remuneration to the 
operator, have increased also. These appear to have absorbed the revenue 
from the additional land. The study to which I have referred showed the 
average size farm of 1947 in Land Class II to be a little less than a section 
as compared with the three quarters of the original budget. About 4 
percent of the cropland was in wheat, and there was more fallow than in 
the original set-up. 

While we do not suggest that the tenets of the classification structure 
in our concept of marginality of land in the Open Plains of the Prairie 
Provinces will hold indefinitely, we do feel, as evidenced by the recent 
study to which I have referred, that changes which have so far taken 
place in farming on the Open Plains have not seriously disturbed the 
classification structures. With some 32 million acres of land thus classified 
in Saskatchewan, practically all the open plains have been covered. In 
Alberta 10 million acres have been completed. There is still about half 
of the Open Plains to be covered in Alberta. 

From the early part of this paper, which was intended to give the 
setting of the Open Plains in relation to the rest of the settled regions 
of the Prairie Provinces, it will be recognized that the extension of land 
classification will encounter new conditions which will require modific- 
tions of present procedures. The program has established, however, the 
general principle of classification based upon the criterion of income 
expectancy. On the Open Plains, income expectancy is very closely related 
to suitability for wheat, whereas in the park and wooded areas specialized 
wheat production gives way to a more diversified type of agriculture 
Oats in some areas, notably the Peace River Block, and barley in others, 
notably northeast Saskatchewan and western Alberta, compete more 
successfully with wheat than they do on the Open Plains. There is less 
fallow. The acreage of forage crops—legumes and grasses (chiefly brome)- 
though as yet of minor importance, is increasing. In these areas income 


exp 
as 
in 
is tc 
wis! 
fied 
US 
zon 
I 
clas 
cou 
cap 
vid 
sO 
diff 
cult 
the 
[ 
obj 
cle 
sur 
I 
ter 
The 
ing 
uni 
of t 
for 
cla 
Ke 
of 
tho 
or 
wit 
he 
ing 
So 
one 
exe 
to 


LAND CLASSIFICATION AND RurRAL ZONING—DIscussION 775 


expectancy will have to be measured in one or possibly two other uses 
as well as wheat, and no doubt other modifications will have to be made 
in the techniques of classification hitherto employed, if the classification 
is to be extended into those areas. 


DISCUSSION 


CARLETON P. BARNES 
Agricultural Research Administration 


Mr. Hill asked me to discuss Dr. Spence’s and Dr. Haase’s paper, and, if I 
wished, Mr. Solberg’s also. Since I am not a student of zoning, I am not quali- 
fied to say much about Mr. Solberg’s paper. It seems to me that he has given 
us a very good review of the practices, problems, and potentialities of rural 
zoning. 

I ae one point to make concerning the relation of rural zoning to land 
classification which Mr. Solberg omitted. This is no criticism of his paper; he 
couldn’t cover everything. If a rural zoning ordinance is to be more than a 
capricious instrument, subject to modification simply to suit influential indi- 
viduals who want changes for their own advantage, it should be supported by 
some kind of land classification disclosing the potentialities of the land for 
different uses. Lacking this, the best interest of the public may be more diffi- 
cult to defend against the claims of those seeking to shape an ordinance to suit 
their ends. 

Dr. Spence has described to us a land classification procedure with a limited 
objective. Having a limited objective, and therefore one that can be fairly 
clearly defined, it has been possible to design a procedure that gives some as- 
surance that the objective will be served. 

It is usually difficult to discuss the subject of land classification because the 
term means one thing to one person and something quite different to another. 
There are, on the one hand, economic land classifications that deal with operat- 
ing units or with cadastral units that normally combine to make up operating 
units, as the units of classification. The classification described by Dr. Spence is 
of this sort. There are also land classifications in which naturally bounded areas, 
for example soil types or physical land types, are the units of classification. Some 
clarification of nomenclature in this field would be beneficial. Dr. Charles E. 
Kellogg, Head of the Division of Soil Survey in the United States Department 
of Agriculture, has proposed that the term “land classification” be limited to 
those classifications dealing with land in the economic sense, and with cadastral 
or operating units. Classifications dealing with land in the physical sense and 
with naturally bounded areas he would call “soil classification.” He is thinking 
here, of course, of a soil as a geographically bounded area having a distinguish- 
ing bundle of physical, chemical, and biological characteristics. 

Generally speaking, two circumstances impel us to undertake land classifica- 
tion. One is having an imminent problem that compels us to classify land. 
Sometimes we have to take some action that requires us to discriminate between 
one kind of land and another, and so we are compelled to classify land to 
exercise our choice. An example is the planning of an irrigation project. Not all 
lands responds equally well to irrigation, so we must classify areas according 
to their expected productivity when irrigated. I believe Dr. Spence’s classifica- 
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tion is another example of a land classification undertaken because of , 
rather imminent problem requiring it. 

On the other hand, some land classification efforts arise from a belief in the 
need for a multiple-purpose land classification—one that will guide varioy 
individuals and activities in the future, by disclosing something of the land; 
potentialities. Usually it is much more difficult to design such a multi le-pu. 
pose land classification. The objectives are usually not so sharply defined x 
when we work to meet an imminent, definite problem. If the procedure is de. 
signed to meet one objective well, it is likely to serve the others less adequately 

Dr. Spence does not pretend that the classification he describes discloses 
more than the potential income expectancy of the land when used in whe 
farms of average size—namely, about three-quarters of a section, and under 
assumed price-cost relationships. He would be the first to admit, I am sure, that 
other classifications using other lines of evidence would be required to disclose 
potentialities of alternative types and sizes of farms. 

A three-quarter section or even a full section wheat farm is not a very large 
wheat farm for the drier parts of the Prairie Provinces. One wonders what the 
classification would look like and where the margin would fall if one assumed 
the land to be used in large wheat farms, say of two or three sections. 

It seems to me that this work has involved judicious use of evidence of income 
expectancy in arriving at a classification. In economic land classification that 
is what one is bound to use. But where do we get evidence of income ex. 
pectancy? In the United States, we do not have farm business records or crop 
yield records for more than a small fraction of the land that might need to 
be classified. I am sure the same must be true in Canada. How do we get 
evidence for the intervening area? 

Dr. Spence has told us one way, and I believe it is the best way; and that 
is to use soil type as a means of extending crop yield or other production er- 
pectancy data. But this requires that we have mapped soil types with sufi- 
cient accuracy that soil areas of considerable uniformity are shown. Otherwise, 
we cannot depend on production records from one part of a soil type being 
applicable to the whole extent of the type. Dr. Spence indicates that some 
trouble was experienced in using soil types to extend data in this way. Adjust 
ments had to be made to take account of differences within a soil type, 
This suggests that the soil maps were too generalized, and a given type had 
too great a range or variation in characteristics for best use in extending pro- 
duction data. I doubt that we could afford to make soil maps in the detail re- 
quired, merely to extend data as evidence for land classification. However, this 
is only one of many uses of soil maps. They are also the means by which we 
extend research results from experimental plot or field to the area of like 
characteristics where they are presumed to be applicable. They are the device 
by which we sort out and classify a great body of agricultural experience, so # 
to know where particular practices, crops, and varieties fit, and where they do 
not. 

The importance of the soil map accompanied by yield experience data fo 
each soil type becomes more apparent when economic land classifications of 
the sort described by Dr. Spence are undertaken in areas where there are 
numerous alternative crops and enterprises, and not merely one or two as ii 
the area covered by the land classification he described. For it is quite obvious 
that yield records for all the possible alternative crops will not be available for 
all the fields and farms one might wish to classify. Some way must be devised 
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of predicting what production is likely, in the absence of any direct record of 
experience on the parcel in question. Only by extending the data of experience 
from soils of like character can such predictions be supported by evidence. 

The existence of accurate soil maps to which yield data can be related will 

rmit making or revising a classification of this kind, without each time finding 
a new basis for expanding yield data to areas to be classified. 

Finally, I believe there is no reason why the general techniques employed 
in the classification described by Dr. Spence cannot be used in areas of more 
diversified farming, using budget analyses to appraise prospective opportunities 
from different sizes and organizations of farms. However, one suspects that it 
is not necessary to undertake such land classification everywhere, but rather 
that they should be essayed at times and in places where a clear-cut problem 
requires them, as was apparently the case in the area described by Drs. Spence 
and Haase. 


DISCUSSION 


W. J. ANDERSON 
University of British Columbia 


Land classification can take a variety of forms; as carried out on the 
Canadian prairies it is a technique designed to measure the net value produc- 
tivity of a parcel of land. The method involves setting up a farm budget for a 
given acreage of land on each soil type. Allowance is made for the cost of all 
inputs except land. The size of the net product is then used as an indicator of 
land quality. : 

There are a few comments with respect to the techniques of land classifica- 
tion which I wish to make. These concern the procedure required to handle 
two of the determinants of the net productivity of land, namely, (1) the product 
produced and (2) the amount and kind of cooperating factors. 

The first raises almost insuperable problems of calculation. In order to 
classify land, one should calculate the net value product for every likely crop 
and crop combination. In the case of many farming areas, the testing for this 
would be an impossible task because of the variety of products which compete 
for the land. 

In the area of western Canada where land classification has been carried 
on, it has been possible largely to abstract from this problem. It was possible 
to select one crop, wheat, and proceed to calculate the net value productivity of 
land for that one use. This could be done, in spite of the fact that wheat is 
only one of several small grain crops which compete for the land. Cultural 
methods and cost-price relationships are sufficiently similar within that group 
of products that determining the net productivity of land for one of them 
determines what it is for all of them. At the same time, the other use which 
competes for that land, namely, grazing, involves such low efficiency and 
capacity for input on the part of land that competition with wheat does not 
appear until the net productivity when used in wheat production gets very 
low. Therefore, the area provides a unique situation in which competing prod- 
ucts can be disregarded. It is doubtful if another area with this unique char- 
acteristic could be found in Canada. 

Under (2) is the problem of the relationship of net productivity to the amount 
of cooperating factors. In setting up the budgets the land area per farm was 
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held at a three-quarter section for all soil types. The error that creeps in there 
is that one soil type represents more soil resource than the same number of 
acres on another soil type, so a combination of the factors of production which 
is optimum for one soil type is not necessarily optimum for another. Therefore 
differences in net productivity which are found by this method are partly due 
to the quality of the land resource, and partly due to the fact that one 
combination of the factors of production has been superimposed on all goj 
types. The net result of this method is to distort the rating of parcels of land 
to which the assumed farm organization does not fit. 

Apart from techniques, there is the question of the contribution that land 
classification can make towards the land use problem. The program of land 
classification in western Canada was prompted by considerations of (1) welfare 
and (2) efficiency. 

On the welfare side, it had been observed that farmers on “poor” land (ic, 
land with low moisture-holding capacity) had lower incomes and levels of living 
than those who farmed on “good” land. On the efficiency side, it was clear 
that some land now cultivated could best be used for grazing. Yield and price un. 
certainty made the problem exceedingly complex. The process of land classifica. 
tion by emphasizing long-run average yields, prices, and costs presumably 
should contribute (1) to production efficiency, by sharpening the line of de- 
marcation between the two major land uses and (2) to welfare, by providing 
more exact information as to the long-run net income potential. 

I feel, though, that the approach to the problems of labor income and produc. 
tion efficiency on farms via land classification falls somewhat short of what is 
required. 

There is no reason why farm labor income should not be as high on one soil 
type as another, provided that farms produce the crops and are organized in 
a way for which the land is best suited economically. But on “poor” land the 
main contributor to low net incomes is the fact that the ratio of labor to the 
land resource is higher than on “good” land. 

One of the reasons for this is lack of information concerning the best farm 
organizations for various soil types. But often the reason is that too many 
people try to earn a living from the “poor” land. The original system of land 
distribution via homesteads contributed to that situation. A one-quarter section 
homestead grant represented highly different amounts of soil capital in the 
various soil types. Those who acquired the heavy clay soils obtained a good 
deal more land capital than those who acquired the light loams. The result 
was that the farmers on heavy soil were able to accumulate capital which 
further enhanced their labor efficiency and income. Further, it enabled the sons 
of those farmers to seek outside em Rovere and relieved the demand for land 
in the second generation. The tendency has been, therefore, toward a higher 
ratio of labor to soil capital on the poorer lands. 

What is really needed, then, is a thorough study of the way to reduce the 
high man-to-capital ratio in those problem areas. It is a question of suitable farm 
organizations and of the mobility of — and labor. It may be necessary to 
find other employment for many people in those areas, or it may mean ex 


tended additions to the capital stock (e.g., irrigation developments) to reduce 
the man-to-capital ratio. The point I wish to make is that the labor income 
and the efficiency problem in agriculture can both be solved only by giving 
consideration to reorganization of the factors of production. The usefulness of 
land classification in assisting with this problem is severely limited by the fact 
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that only one factor combination for each soil type is taken into consideration. 

Rural zoning is an extension of land classification so as to give it legal sanc- 
tion. Urban zoning is accepted practice, and as Mr. Solberg has pointed out, 
zoning is needed badly in some rural areas. 

The growth of some of our cities has been rapid over the past 10 years, and 
as people seek dwellings beyond the city limits certain problems arise. My 
observations from developments in the Vancouver area are that there are two 
main categories of problems: (1) to keep the development orderly and (2) to 
equalize the cost of the additional community services required. 

Unless orderly development is forced by zoning regulations, the extension 
of dwellings into the farm areas involves cutting pieces out of operating farms. 
The owner finds it worth-while to sell an acre to a wage earner rather than farm 
it. When this reaches sizable proportions, it creates real problems in sewage 
disposal, water supply, and transportation, not to mention the effect on farm 
efficiency of cutting parts out of fields. 

The other problem involves zoning so that people are called upon to pay 
somewhat in keeping with the services they require from the local government. 
It should be done so as to make taxation consistent with the services required 
by the small land holders. The costs for education, water supply, sewage dis- 
posal, and other services rise somewhat in proportion to the number of people 
who move in. Yet methods of assessment and taxation are often not flexible 
enough to allocate the costs of these to the new nonfarm residents. The develop- 
ment, therefore, can become relatively costly to the farm sector of the muni- 
cipality. 

These two problems are not too difficult to guard against. I would say 
that the greatest problem is in getting local governments to act before hap- 
hazard developments take place that are costly to correct, and before one 
sector of the community has paid an unfair portion of costs. 
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Chairman: E. H. Ebling, Federal-State Crop Reporting Service, 
Madison, Wisconsin 


SAMPLING FOR AGRICULTURAL STATISTICS IN CANADA 


A. D. HotMeEs 
Dominion Bureau of Statistics 


eye official agricultural statistics are the responsibility of 
the Dominion Bureau of Statistics. Within the Bureau, the Census 
Division is concerned with the decennial and quinquennial Census of 
Agriculture, while the Agriculture Division has responsibility for inter. 
censal statistics pertaining to agriculture, including both primary and 
secondary data. A later paper today on organization will indicate the 
Federal-Provincial cooperation in this field, also the part taken by 
the Department of Agriculture and other government and private 
agencies. This paper will deal, for the most part descriptively, with those 
official intercensal statistics derived basically from samples. The scope of 
such statistics, the sampling and estimating techniques employed, and 
some plans for the future will be discussed. 

The practical distinction between a sample and a census is well known. 
A census, of course, implies a count of all units within a defined popul- 
tion of units to obtain a desired description of that population. A sample, 
in contrast, involves a count of only some of the units within the popula- 
tion, usually a small portion of the units, the description of the whole 
being inferred from the part by established techniques. An error, termed 
sampling error, is introduced by observing only a part of the population, 

but the money and time costs avoided by sampling are usually well 
worth the possible loss in precision of the estimate derived by sampling. 
There are other errors, collectively called non-sampling errors, which 
are common to both censuses and samples, and it is the total error of a 
statistic which should concern the producer and user of the statistic. 
Statistics are not always less precise when obtained from a sample instead 
of a census. 

Two types of samples may be distinguished—probability samples and, 
for lack of a better term, non-probability samples. Probability samples 
are chosen in such a way that an element of random selection is attained. 
Such samples yield statistics having a determinate probability of pre- 
cision, with the precision controllable. Non-probability samples, i 
contrast, lack the random element and the precision of statistics derived 
from them is not determinate. The non-probability sample has, however, 
certain advantages, viz., a saving in money and time costs, relative to the 
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probability samples, particularly when the information desired is of wide 
scope and is to be obtained at frequent intervals. It is this feature which 
renders this type of sample so appropriate as a base for official intercensal 
agricultural statistics in Canada and in other countries, including the 
United States. 

Official agricultural statistics in Canada respecting economic conditions 
at the farm level are, almost without exception, based on non-probability 
samples of the voluntary mail questionnaire type. As the term implies, 
prepared questionnaires are distributed by mail to farmers who volun- 
tarily answer the questions and return the completed questionnaire, again 
by mail. It is the farmer who determines whether his observation will or 
will not be part of the sample, and therefore the random element is 
missing from the sample. The samples are usually selective because of 
this, and interpretation of the sample results involves techniques of bias 
control and adjustment. 

The scope of statistics based on voluntary mail samples in Canada 
may be indicated by reference to specific surveys. The June and Decem- 
ber Surveys of Crops and Livestock constitute the two major semi-annual 
surveys. Both surveys ask for information about the farmer's own farm 
and an attempt is made to place a questionnaire in the hands of every 
farmer in°Canada. Seventy to eighty thousand farmers across Canada 
reply on each of these surveys. The June Survey asks for acreages sown 
or to be sown to individual crops, inventories, production and disposition 
of livestock on farms, inventories of poultry, number of laborers on the 
farm at June 1, and bushels of wheat fed to livestock and poultry during 
the crop year. The December Survey requests information on farm in- 
ventories, production and disposition of livestock, inventories of poultry, 
total wages paid during the calendar year, laborers on the farm at 
December 1, and data on abandonment or diversion of acreages for four 
principal crops. 

Selected lists of approximately 10,000 farmer and 3,000 non-farmer 
crop correspondents report monthly during the growing season respecting 
acreage intentions, condition and yields of crops, stocks of grain on the 
farm, grain fed on the farm, the progress and rate of seeding, winter-kill, 
threshing dates and fall ploughing. The correspondents are chosen so as 
to provide geographic representation, and almost a 60 percent return is 
secured on these surveys. Data on acreage and production of vegetables 
are sampled from 5,000 producer correspondents. The number of bee 
colonies and honey production are obtained periodically from special 
lists of nearly 30,000 registered beekeepers, of whom some are active and 
some non-active producers in a given year. The production of maple syrup 
and maple sugar is estimated from the returns of about 10 percent of the 
11,000 producers listed. 
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The monthly Poultry Survey utilizes lists of poultry producers ji, 
securing estimates of egg production and poultry-meat production anj 
disposition, while periodic surveys of turkeys, geese, and ducks complete 
the poultry picture. Until very recently poultry correspondents numberej 
2,100, of whom nearly 60 percent replied regularly. The size of the turkey 
lists and returns are similar. Currently the poultry list is double this 
number and further enlargement is anticipated. The monthly Dairy Co. 
respondents’ Survey seeks information respecting milk production and 
farm utilization of milk from 5,500 farmers keeping milk cows. Over ay 
80 percent return is received. The annual Shorn Wool Survey and the 
Anticipated Fur Pelt Production Survey round out the livestock situation 
at the farm level. 

Farm prices are sampled monthly for a selected list of farm products, 
and the 3,600 price correspondents report three times a year on wage 
rates for hired help. On the average, two thirds of the correspondents 
report each month. 

A market-area sample of fluid milk and cream sales is collected 
monthly from distributors and producer-distributors. About 180 markets 
are covered by this survey, involving over 2,000 respondents. In general, 
however, statistics pertaining to processed farm products are not obtained 
by sampling. In principle, where the number of reporters in the population 


or universe is relatively small, a census of such reporters is usually under- | 


taken. 


Before discussion of the techniques employed in Canada in estimating 
from voluntary mail samples, there are some principles which may be 
worth-while emphasizing. For any type of sample, two components of 
the desired estimate are usually required, viz., a sample indication from 
the sample and an expansion factor. For example, to estimate acreage in 
wheat, one might use as the sample indication the average acreage per 
farm, and as the expansion factor the number of farms in the population. 
The expansion factor itself may be, and often is, an estimate from an 
independent sample. For a voluntary mail sample, the critical feature 
is the likely bias in the sample indication obtained from it. An adjustment 
for bias is, therefore, usually essential and this adjustment may be ap- 
proached in several ways. 

One method of adjustment is the construction of a ratio statistic using 
two similarly biased statistics from the sample, the bias of each statistic 
counteracting the other in the ratio. For example, the average acreage 
per farm in wheat may be positively biased ‘by inclusion of too many 
large farms, but in this case the average farm area in the sample wil 
also be biased in the same direction. The ratio of wheat acreage to total 
farm acreage in the sample will therefore be a less biased statistic than 
either of its components. 
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Another adjustment method is particularly applicable where a series 
of estimates is derived from surveys which are recurring over time, as 
is the case with virtually all sample surveys for official agricultural statis- 
tics. If reliable check data are available, such as may be provided by 
censuses or properly designed probability samples, the bias in the sample 
indication may be satisfactorily approximated and an adjustment factor 
computed. While this kind of check data may not be available currently, 
it can be used historically for adjustment, and the assumption of consistent 
bias in recurring surveys permits the use of the adjustment factor cur- 
rently. There are many variations in the use of this method of bias adjust- 
ment, but it probably has been brought to peak effectiveness in the 
regression method of interpreting sample indications as developed and 
currently used by the United States Bureau of Agricultural Economics. 
The key factor in the practical application of the principle is the assump- 
tion of consistent bias in recurring surveys. 

In Canada, the assumption of consistent bias has always been a ques- 
tioable one because of difficulties connected with the establishment and 
maintenance of effective mailing lists. Considerable progress has been 
made in solving these problems within recent years, and the above method 
of bias adjustment has been used to obtain valuable checks against esti- 
mates derived from the familiar identical farm samples. 

Indications from identical farm samples are currently the backbone of 
Canada’s sampling and estimating procedures for official agricultural 
statistics, although these are supplemented by other sample indications. 
Reports received currently from farmers are paired with reports previously 
received from the same farmers. The set of paired reports constitutes the 
identical farm sample. Since 1933, official statistics of acreages, and farm 
inventories, production and disposition of livestock, have been based 
primarily upon indications from identical farm samples. Currently, the 
June reports are paired to obtain the annual changes in acreages, whereas 
a June-December and December-June pairing is used to provide indica- 
tions of change in the livestock population for each six-month period. 
The monthly poultry survey and the monthly dairy correspondents survey 
are currently yielding identical or, as we call them, paired farm sample 
indications of changes from month to month. In almost every case where 
an expansion factor is an integral part of the estimate, official agricultural 
statistics are primarily based on a paired farm indication of change. For 
estimates such as crop yield per acre or price per unit, of course, the 
total sample rather than a paired sample is used to derive the sample 
indication which is the estimate desired. 

The use of a measure of change for estimating purposes obviously 
requires as an expansion factor an official estimate for the preceding 
period or time from which the change is measured. Given the preceding 
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population estimate, the sample indication of change is applied to it jy 
order to compute the current or desired estimate. This implies a startin 
point, and the starting point for official agricultural statistics in Canag, 
is the Census of Agriculture. The Census of Agriculture is taken every 
five years in the Prairie Provinces and every 10 years in the rest of 
Canada, in the years ending in one, i.e., ’31, ’41, 51, etc., for all Canada 
and in addition 1926, ’36, ’46, etc., in the three Prairie Provinces, The 
census data on producing units, i.e., acreages and livestock and poultry 
numbers on farms, have been accepted, almost without exception. The 
acceptance has been occasioned by lack of objective evidence to the 
contrary and by the desire to avoid two conflicting sets of data in censys 
years. As mentioned earlier, however, a census is subject to real nop 
sampling errors and the assumption of inviolateness is, of course, a prac. 
tical rather than a theoretical matter. 

Thus, for each five-year period in the three Prairie Provinces and for 
each 10-year period in the rest of Canada, we have a beginning and an 
ending bench-mark. The original series of intercensal estimates carried 
forward from the beginning census bench-mark does not necessarily 
agree with the ending census bench-mark for many reasons, but princi- 
pally because of the bias which exists in the voluntary mail samples which 
form the basis of the intercensal series. Therefore, it has been necessary 
to revise the intercensal series periodically in such a way that the beginning 
and ending bench-marks be an integral part of the long-time series 
These intercensal revisions have been made by the so-called straight. 
line-trend method, which assumes that the cause of discrepancy between 


the sample estimate and the ending census bench-mark is constant cumu- | 


lative bias. We are casting a skeptical eye at this assumption in ow 
revision procedure. 

The census data for 1951 will be coming available within the next year, 
and Canada’s official agricultural statistics for the period 1941-51 wil 
likely be subject to revision in the light of the census figures. Whether the 
necessary revisions will be significant remains to be seen. A significant 
revision in this context may be defined as a revision of sufficient magnitude 
to cause a user of statistics to alter his statistically based judgement of 
policy matters or to have changed the decisions which were made on the 
basis of official statistics. 

While the identical farm change-indications have been the principal 
basis of official agricultural statistics since 1933, other sample indications 
have been used since 1946 as check indications. In our regular monthly 


surveys, e.g., the Dairy Correspondents’ Survey of milk production and [ 


farm utilization, the proportion of voluntarily returned questionnaires 


which can be paired with previous returns is very high—in the neighbor- : 


hood of 90 percent. But in the two major June and December surveys o 
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crop acreages and livestock inventories, production and disposition, the 

roportion of returns which can be paired is much smaller—in the neigh- 
borhood of 40 percent. The loss of information in pairing is very sub- 
stantial in these two major surveys and we, therefore, are attempting to 
avoid this loss by processing and using the non-paired as well as the 
paired portion of the returns. The importance of the two major surveys 
may be indicated by the statement that they are the principal sources 
of estimates of the number of crop and animal producing units on farms, 
which in turn are components of farm production statistics. 

The non-paired portion of the samples is processed and combined with 
the paired portion to yield sample indications of averages or means per 
farm, and also some ratios of similarly biased sample statistics, such as 
the ratio of durum wheat to total wheat acreage and the ratio of cows 
milked to cows available for milk. By using the current mean per farm 
as a ratio of the mean from the previous survey, the consistent bias is 
eliminated and a relatively unbiased indication of change is obtained. 
The problem is, of course, to obtain as consistent a bias as possible from 
survey to survey. This problem we have not satisfactorily solved as yet. 
When the problem is solved, it is almost certain that Canada will adopt 
the graphic regression technique of interpreting sample indications. 

Given our organizational situation, our approach to stability or con- 
sistency in our samples has tended toward control by stratification. 
Almost from the beginning, Canada’s agricultural statistics have been 
geographically stratified and estimates for geographic regions obtained 
where possible. The geographic stratification seems to have been a result 
of administrative desire for statistical data for areas smaller than 
provinces, rather than a deliberately chosen aid to more reliable provincial 
estimates. In fact, it has been necessary in recent years to forego some 
estimates for areas within provinces because of the small size of samples 
available. The crop district and county have been the standard estimating 
area within provinces. The crop district is a deliberately chosen area 
composed of small contiguous administrative or political units grouped 
according to the principle of as much homogeneity as possible, agricul- 
turally. The county is a standard political-administrative unit in all 
provinces east of Manitoba. There seems to be little doubt of the effective- 
ness of geographic stratification for agricultural statistics. Because of 
size of sample restrictions, only the principal crop acreages and yields 
and livestock inventory numbers on farms are currently available for areas 
within provinces. | 

Other types of stratification have been employed to a limited extent, 
the strata being related to the size of the farm enterprise. The results 
from this type of control of sample bias have not been very satisfactory 
so far. It is: expected that the Census of Agriculture, 1951, will provide a 
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much more up-to-date and more complete description of the agricultural 
universe than has been available to the present, and progress in bias con- 
trol by stratification may prove to be a future improvement. Bias control 
rather than bias elimination, is the goal of stratification in voluntary mail 
samples. 

The importance of independent and reliable check data provided by 
censuses and properly designed probability samples cannot be stressed 
too much. The data are used not only as a guide to the level and the 
trend of intercensal estimates, but also as prerequisite information {or 
stratification of voluntary mail samples. There has been very gratifying 
cooperation from the Census Division of the Bureau in planning for and 
providing as much pertinent check data as possible from the regularly 
scheduled Censuses of Agriculture. Other government departments and 
agencies have also provided much valuable check information, particu. 
larly during the intercensal periods. Further progress in this direction is 
expected. For example, the Departn. 2nt of Agriculture is actively attempt. 
ing to adapt its probability sample surveys to provide intercensal bench- 
marks and other check data as a by-product. A little adaptation may 
yield a large marginal return. 

Perhaps the most important check on official agricultural statistics is 
the user of those statistics. The consumer of official statistics, as of other 
commodities and services, is sovereign in the long run, in spite of the fact 
that such statistics are not produced and consumed under competitive 
market conditions. In presenting this outline of the nature of Canadian 
agricultural statistics based on samples, the writer hopes that consumers 
of these statistics will find it of some assistance in their interpretation and 
contructive criticism of available statistical data respecting Canadian 
agriculture. 
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ORGANIZATION OF AGRICULTURAL STATISTICS 
WORK IN CANADA 


C. V. PARKER 


Dominion Bureau of Statistics 


HIS paper is primarily concerned with the description of the 

organization which has been developed in Canada to provide agri- 
cultural statistics of a continuing nature. This includes the official statis- 
tical series published by the Dominion Bureau of Statistics on its own 
account and in cooperation with the provinces. The various by-product 
statistics collected and compiled by other government departments and 
agencies will also be discussed in so far as they are of a continuing nature. 
Statistics not of a continuing nature, i.e., those obtained from economic 
surveys conducted from time to time will not be considered. It is pointed 
out in passing, however, that information from these special surveys is 
a great aid to statisticians in the work of providing official statistics. 

The development of the present organization for agricultural statistics 
in Canada came about primarily for two reasons: first, to provide Canada 
totals for the various series collected by individual provinces and to 
obtain statistics in provinces where none were being collected; and, sec- 
ond, to have some central agency responsible for the coordination of 
statistical work in order to avoid duplication in collection and to have 
consistency in methods of collection. 

In the field of agricultural statistics prior to 1908, there were no 
estimates or statistics covering the whole of Canada excepting those 
gathered at intervals by the censuses. In 1908 a permanent census and 
statistics office was established under the Minister of Agriculture. The 
act under which the office was established provided that “the office shall 
collect, abstract and tabulate agricultural, commercial, criminal, educa- 
tional, manufacturing, vital and other statistics and information from 
time to time in the intercensal years of each decade in such ways and 
manner as are found most practicable.” Even after the setting up of the 
statistical office, other statistical branches within the federal service con- 
tinued to increase in number and scope. The increase in the number of 
other statistical branches and consequent duplication of effort and diver- 
sity of results in many fields of statistics led in 1912 to a suggestion that 
some effort be made to coordinate and unify Canadian statistics. To this 
end, a commission was set up and a report made recommending the 
organization of a central Canadian statistical office to bring under direct 
control all statistics except those which are by-products of departmental 
administration, supervising these latter in order that they might be made 
as useful as possible from a general point of view, and establishing a 
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system of coordination with provincial governments in order that statistics 
collected by provinces in the course of administration or otherwise might 
be rendered capable of inclusion in Dominion totals. 

Of particular importance to agriculture, the following are some of the 
recommendations made by the Commission:* 


1, That arrangements should be entered into by the Dominion and Proyip. 

cial authorities to secure by cooperation: 

(a) The collection at a given date of annual statistics of areas under the prin- 
cipal field crops and the numbers of farm livestock. 

(b) The adoption throughout Canada of uniform methods for the classifica. 
tion, collection, and compilation of agricultural statistical data. 

(c) That for special crops such as fruit and tobacco, the cooperation should 
be obtained of the Fruit and Tobacco Divisions of the Department of 
Agriculture both with regard to statistics and monthly crop reports. 

2. That the collection, from reliable sources, of the market prices of agri- 

cultural produce be undertaken with a view to the regular publication of records 
of prices on a comparative basis. 


The recommendations of the Commission of 1912 were crystallized in 
the Statistics Act of 1918 and the setting up of the Dominion Bureau of 
Statistics in the same year with a mandate “to collect, abstract, compile 
and publish statistical information relative to the commercial, industrial, 
social, economic and general activities and conditions of the people.” 

It is interesting to note the development of cooperative arrangements 
with the provinces. An address by Dr. R. H. Coats, Dominion Statistician; 
reads as follows: 


The Dominion Bureau of Statistics has a very large interest in agricultural 
statistics, undoubtedly the largest interest of any official body. But we are 
not alone. The provinces are sovereign bodies. Saskatchewan, for instance, has 
an interest in her agricultural statistics that is second to none. Perhaps, there- 
fore, I might state the exact legal basis on which the Bureau stands and on 
which we have called this conference. 

Under the British North America Act, statistics are one of the subjects per- 
taining to Dominion as distinguished from Provincial jurisdiction. This does 
not mean, of course, that the province may not collect statistics. It does, how- 
ever, imply that the Dominion Government has the duty of organizing the 
statistics of the country as a whole and for national ends. The Federal Statistics 
Act, accordingly, gives the Bureau of Statistics right of access to all provincial, 
municipal, and other public records. Further, it directs the Bureau to enter into 
statistical arrangements with the provinces for the delegation of powers, inter- 
change of data, extension of franking privileges, and cooperative purposes 
generally. It is under this provision that we have called together the present 
conference. 


Mr. Godfrey, Chief of Agricultural Statistics at that time, also made an 


‘Report of the Departmental Commission on the Official Statistics of Canada, 1912. 
* Conference on Agricultural Statistics held in Ottawa, January 29-31, 1924. 
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interesting statement at this Conference about the status of agricultural 
statistics in 1924. I quote: 

My memory goes back to 1907 when I first entered the Dominion Govern- 
ment Service. At that time the situation was very different from what it is now. 
There were then no national annual statistics of agriculture. There were no agri- 
cultural statistics in the Atlantic provinces excepting for some of the principal 
crops in New Brunswick, and there were none in Quebec. In Ontario the late 
Dr. Blue had instituted in 1882 those admirable agricultural statistics which are 
ably continued by Mr. Galloway, who is with us today. In Manitoba annual 
agricultural statistics have been collected since 1883, except in 1888. In Sas- 
katchewan and Alberta agricultural statistics were begun with the constitution 
of these provinces in 1905. In British Columbia there were no annual agri- 
cultural statistics. 


Of interest to this meeting, I am sure, is the fact that Mr. Callander, 
Chief of Agricultural Estimates in the United States Department of 
Agriculture for many years, was a visitor to this first Dominion-Provincial 
Agricultural Statistics Conference in Ottawa. Through the years Mr. Cal- 
lander and other officials of the Agricultural Estimates Branch of the 
Bureau of Agricultural Economics have aided us greatly in the develop- 
ment of our statistical work in Canada. 

The role of the Bureau of Statistics, as envisaged by the Commission 
of 1912 and restated by Dr. Coats in 1924, is being carried out at the 
present time. The Bureau of Statistics in its agricultural work maintains 
close cooperation with the provinces and with Federal Government de- 
partments and agencies such as the Board of Grain Commissioners, the 
Wheat Board, Provincial Milk Boards and like organizations. In the 
following paragraphs the nature of the work done by these various bodies 
will be discussed, as well as the organization which has been established 
to coordinate the work. 

The Dominion Bureau of Statistics is divided into several Divisions, 
viz.: Administration, Agriculture, Census, Education, Health and Welfare, 
Industry and Merchandising, International Trade, Labour and Prices, 
Mechanical Tabulation, Public Finance and Transportation, Research and 
Development, and Special Surveys. Apart from the interrelation of work 
on agricultural statistics within the Bureau, there are several advantages 
of the centralized organization which might be cited at this point. Within 
the Bureau there is a large pool of specialized tabulation equipment 
which would be costly to provide for several decentralized units. Con- 
sulting specialists in mathematical statistics and economics are available 
for the various divisions. The work of compiling data for use in National 
Accounts and National Income is reduced greatly by coordination of 
effort throughout the Bureau to produce such statistics. It is a great 
saving of time for the public and government officials to be able to go 
to one source for statistical data ratlier than to have to draw from various 
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departments. Of importance, too, is the public relations Position estab. 
lished by the Bureau throughout the years. The Bureau is an independent 
impartial organization, concerned only with production of statistig 
Individuals providing statistics are protected by law in the matter of 
non-disclosure of individual returns. The work of collecting statistics) 
information is made much easier when public confidence is established. 
and a unified approach by one agency again is much simpler than having 
several agencies in the field. 

Of particular importance to the work of agricultural statistics withiy 
the Bureau are the various mechanical units which are available ip q 
centralized organization. The Agriculture Division has over 300,900 ad. 
dressograph plates for collection of current agricultural statistics. These 
are serviced by a separate unit within the Bureau. An up-to-date printin 
plant in the Bureau building is maintained by the Department of Public 
Printing and Stationery. Timely publication of scheduled reports is pos. 
sible under such an arrangement. Aid is also given to the Agriculture 
Division from time to time in editing and tabulating work by other units 
within the Bureau. 

Some disadvantages of a centralized organization will be apparent to 
workers in agricultural statistics. The chief one is separation from the 
Federal Department of Agriculture. This disadvantage is particularly per- 
tinent with respect to the difficulty of achieving a thorough integration 
of the work in agricultural economics and agricultural statistics. Collection 
of agricultural statistics from sample surveys requires a great deal of 
knowledge about the universe in agriculture, some of which can only be 
made available through enumerative surveys now carried out largely by 
the Economics Division of the Department of Agriculture. Close liaison 
with workers in all branches of agriculture is also essential for proper 
interpretation of sample indications. Later in this paper the means estab- 
lished to overcome the difficulty of an agricultural statistics unit, function- 
ing apart from the Federal Department of Agriculture, will be discussed. 

Within the Bureau of Statistics two bodies deal principally with agi- 
cultural statistics, the Agriculture Section of the Census and the Agricul: 
ture Division. The Agriculture Division is responsible for the current 
estimates for agriculture, while the Census is concerned with collecting 
and compiling data for the decennial Census and for the quinquennial 
Census of the three Prairie Provinces. Close cooperation exists between 
the Agriculture Division and the Census. Personnel from the Agriculture 
Division staff were members of a committee which decided on the 1951 
Census schedule. Members of the census staff attend interdepartmental 
and Federal-Provincial agricultural statistics committee meetings. Such 
liaison is of great importance. For example, wording of questions for 
various surveys and the census has been unified. Provision for bench 
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mark material necessary for agricultural estimates has been made and 
special tabulations to give a more adequate description of the agricultural 
universe will be forthcoming from the 1951 Census. : 

Other divisions in the Bureau provide information relative to agricul- 
ture, particularly with respect to processing and utilization of agricultural 
products. Such information is of great importance to the agricultural 
statistician in secondary documentation work. The Industry and Merchan- 
dising Division makes periodic surveys of a number of industries related 
to agriculture—mills, breweries, canners, meat packers, and so forth. The 
Prices Division maintains an index of wholesale prices of farm products 
and an index of the cost of things farmers buy, as well as a farm family 
cost-of-living index. The Special Surveys Unit makes quarterly estimates 
of the farm labor supply. The Agriculture Division maintains close touch 
with all this work by personal contact and through liaison committees. 
Of importance, too, is a Joint National Income and Agricultural Farm 
Finance Committee which coordinates the work of providing agricultural 
data needed for national income and accounts. 

The Agriculture Division is divided into three sections—Crops, Live- 
stock, and Research and Compilation. The Crops Section is responsible 
for estimates of acreage and production of all field and special crops, 
including fruits and vegetables. A monthly census of sugar refineries, flour 
mills and oil crushers is conducted and reports on all the above issued. 
Food balance sheets and consumption of food per capita statements are 
prepared in this section and two reports of an analytical nature are also 
published—The Wheat Review (monthly) and the Coarse Grains Quar- 
terly. The Livestock Section is responsible for the semi-annual livestock 
and poultry estimates, annual wool and meat statistics, monthly informa- 
tion on eggs, milk, milk products, and reports on cold storage holdings of 
food products. The Research Section is divided into a Compilation Unit, 
Research Unit and Farm Finance Unit. The Compilation Unit edits and 
compiles the semi-annual acreage and livestock surveys and doubles as a 
work pool for other units. The Farm Finance Unit has charge of the 
primary surveys of prices received by farmers and wages paid by farmers; 
is responsible for the construction of the monthly index of farm prices 
and the annual index of farm production; undertakes the secondary docu- 
mentation of farm cash and net income; and prepares annual statements 
on the value of agricultural production, farm capital, and the. average 
value of farm lands. The Research Unit is of recent origin and has been 
inquiring into processing and estimating procedures for voluntary mail 
sample surveys both current and historical. In effect, it provides a nucleus 
of trained trouble-shooters and assists in maintaining a close coordination 
of technical operations. ; 

The work outlined above is not all done by the Agriculture Division, 
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as provincial government agencies aid greatly in the compilation of 
results for certain surveys. The Bureau has no formal agreements with 
the provinces in carrying out this work. Unlike the United States, gj 
provincial agricultural statistics offices are autonomous units. No federal 
payments are made to these offices and no federal statistical officers arp 
attached to provincial staffs. The Bureau has no control over policy of 
the provinces with respect to agricultural statistics. Nevertheless, a high 
degree of cooperation on a partnership basis has developed between the 
provinces and the Bureau over the years. Motivations for this cooperative 
effort come chiefly from mutual desires to avoid wasteful duplication in 
effort and to provide timely statistics as economically as possible. 

Liaison is maintained with provinces by personal visits of federal men 
to the various offices from time to time and by an annual federal-provincial 
conference or meeting each year. Commencing last year, a new develop. 
ment was introduced by the appointment of a federal man to be stationed 
in the Atlantic Provinces to aid in developing statistical work there. No 
agricultural statistics offices are maintained by the Atlantic Provinces and 
much work is required in improving sample returns from these areas. 

The arrangements with the provinces include mutual agreements om 
the division of work, help in obtaining new correspondents, and agree- 
ments on methods to be followed in editing, compiling, and estimating 
The schedules in use are discussed and agreed upon. In the crop and live. 
stock estimating work, and for some of the annual provincial statements in 
which provinces cooperate, mutual agreement is reached before publica- 
tion. In the case of crops and dairy statistics, dates of publication are 
established and adhered to. Target dates for other reports are set out at 
the beginning of each year. 

The actual division of work between the provinces and the Bureau 
varies a great deal for the different provinces. The amount done by a 
particular province depends somewhat on the stage of development 
reached when the Bureau came into the picture, and the resources avail 
able for assuming a portion or all of any new work which occurs. For the 
most part, the Bureau provides the questionnaires and looks after the 
mailing with provision of return envelopes to the provinces for survey 
material tabulated by them. In the large June and December surveys, 
Ontario undertakes its own tabulation of results in both June and 
December, Manitoba compiles its returns in June, whereas for all other 
provinces the Bureau does the work. The Quebec Bureau of Statistics aids 
in both surveys by “pairing” the forms with those received in the previous 
surveys. In the crop-estimating work, Ontario, Quebec, and British Co- 
lumbia undertake their own compilations, while Saskatchewan does patt 
of the compilation work. Similar arrangements exist in the monthly fluid 
milk surveys; the Ontario and Quebec Statistics offices compile the results 
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for their provinces, the Milk Boards of the four Western Provinces com- 
pile data for cities and towns under their control, whereas for the Mari- 
times and uncontrolled markets in western Canada the Bureau does the 
tabulation work. In the monthly census of dairy factories, the Dairy 
Branches of the Provincial Departments of Agriculture and, in some cases, 
provincial statistics offices tabulate returns and wire results to Ottawa by 
the 6th or 7th of the following month. The report is generally published 
by the 10th to 12th. Joint arrangements also exist for surveys of fruits, 
vegetables, honey, maple products, and fur farming. In two provinces, 
Ontario and British Columbia, local committees provide fruit and vege- 
table crop estimates. 

Liaison with the Federal Department of Agriculture is maintained 
chiefly by personal contact. A formal interdepartmental committee has 
been set up, however, and six subcommittees are functioning, viz., field 
crops, fruits and vegetables, livestock, dairying, poultry, and farm finance. 
Most of the work is done at the subcommittee level and personnel of the 
committees include representatives from the Economics Division, Depart- 
ment of Agriculture, the Bureau of Statistics and administrative men from 
the Production and Marketing Services of the Department of Agriculture. 
Often national association representatives are called in, such as officials 
of the National Dairy Council, Farm Federation, and Fruit and Canners 
Associations. 

At the meetings the sources of data and methods of producing agricul- 
tural statistics are discussed, including statistics originating in the Federal 
Department of Agriculture. Of importance, too, is the review of publica- 
tions to determine what might be dropped, added, or extended. Discus- 
sions on development of new work also takes place, and the Department 
of Agriculture, being one of the principal users of agricultural statistics, 
is very helpful in directing attention to the nature of changing demand 
for statistics. 

The Federal Department of Agriculture produces a considerable vol- 
ume of statistics as a by-product of other functions. Cases in point are 
the detailed statistics on weekly marketings, prices and slaughter of live- 
stock, Statistics of gradings of dairy products, eggs, fruits, and vegetables 
also form an important part of the statistics of agriculture. A fairly recent 
report gives data on monthly chick hatchings. This is not necessarily a 
complete list, but serves to illustrate the nature of the material collected 
through inspection service channels. The Department of Agriculture also 
aids the Agriculture Division directly in collecting certain types of sta- 
tistics. Fruit and vegetable inspectors, for instance, obtain reports of 
stocks in store during the storage season and forward the data to the 
Bureau. The inspectors in the Production Service provide estimates each 
year of the production of forage crop and garden seeds. It would be very 
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difficult to obtain estimates of these crops by the mail questionnair 
method. The Bureau also obtains a great deal of information from 
surveys conducted by the Economics Division of the Department of 
Agriculture. The Economics Division is, in turn, in direct contact with the 
Farm Economics Department of most universities, and it is hoped that 
in the near future more information can be obtained on farm income anj 
expenses. This is one field where the Bureau lacks sufficient current jp. 
formation, especially in the expense field, and has to resort to the Tough 
projection of census data, generally not too good for this purpose. 

The cooperative arrangements with the Board of Grain Commissioner 
and the Canadian Wheat Board can be discussed together. A coordinating 
committee composed of officials from these agencies and the Bureay 
meets from time to time to determine division of responsibility relative 
to collection and publication of grain statistics. The Statistics Branch of 
the Board of Grain Commissioners compiles a host of current data on the 
primary marketings of grains in western Canada and stocks and move. 
ments of grain to all parts of Canada and on export. Weekly reports ar 
issued, constituting a virtual census of the quantity of each kind of grain 
delivered by farmers, stocks of grain in store at various positions, rail 
and lake movements, prices and exports. The Bureau republishes much 
of this information in a weekly report, in addition to data on eastern grain 
situations. The Board and the Bureau cooperate in the publication of an 
annual report of the grain trade each year. The Wheat Board statistical 
office is very helpful in providing data on permit acreages, intended 
marketings, and other information required 'to keep the Agriculture Di- 
vision in touch with the current marketing position. 

This paper would not be complete without some mention of the help 
of thousands of individual farmers, dealers, and others who voluntarily 
reply to Bureau questionnaires, and of industries which supply the Bureau 
with data on acreage and production from their records of deliveries 
from contract acreages. Then too, organizations such as the Wheat Pools 
Line Elevator Companies, private statistical services, and business firms 
in general all contribute a great deal of valuable information in the 
agricultural statistics field. 


DISCUSSION 


F. M. SCHRADER 
Department of Agriculture, Canadc 


The present organization for agricultural statistics was designed to provide 
a central agency to collect data, to coordinate the collection of data, to provide 
continuity and to avoid duplication. As has been pointed out, the Agriculture 
Division of the Dominion Bureau of Statistics provides these services. This 


orga 
inte 
price 
insta 
whil 
are 
of S 
the | 
It 
the / 
the 
size 
take 
conc 
tion 
of 
it m 
ve 
field 
exis 
and 
sam 
of 2 
re 
of 
pro 
So: 
Sd 
nail 
su 
pro 
ous 
disc 
mu 
shiy 
rev 
dat 
ava 
inf 
suc 
fu 
is, 
: 
co 
Di 
ser 
be 


AGRICULTURAL STATISTICS—DIsCUSSION 795 


organization releases, in a number of publications, data pertaining to farmers’ 
intentions to produce, estimates of actual production, consumption, trade and 
rices of agricultural commodities. The sources of such data vary. In some 
instances they are the by-products of other government inspection agencies, 
while in other instances they are obtained directly from farmers. Some data 
are obtained directly from the source by other divisions of the Dominion Bureau 
of Statistics and are included in the Agriculture Division releases to complete 
the body of information contained in their reports. 

It may be said that the Dominion Bureau of Statistics, and more particularly 
the Agriculture Division, is successful in these efforts to collect and to coordinate 
the collection and presentation of data pertaining to agriculture. The small 
size of the organization, relative to the magnitude of its task, means that it must 
take advantage of a number of arrangements to increase its effectiveness. This 
condition is both an advantage and a disadvantage. In the first place, duplica- 
tion of effort is reduced by arrangements with provinces for the compilation 
of crop and livestock semi-annual estimates, for example. On the other hand, 
it may be that insufficient control by the Bureau makes adequate coordination 
very difficult. However, as long as financial agreements and/or the Bureau’s 
field officers are either not available or insufficient, such arrangements as do 
exist are probably the closest possible approach to the desired coordination 
and consistency. 

The Agriculture Division collects most of its primary data by means of sample 
surveys in which mailed questionnaires are used. The universe which is being 
sampled in this way is described largely by data of the census. The presence 
of a changing universe causes difficulties in interpreting and evaluating sample 
returns, particularly when the date of the survey is far removed from the date 
of the census. It has been suggested that surveys by personal interview could 
provide much of the necessary knowledge of the universe of intercensal years. 
Some, although by no means all, information regarding the population being 
sampled can be provided in this way. At least useful checks on mail question- 
naire returns could be made available. But the limited extent to which such 
surveys can be conducted, and the extent to which they can be adapted to 
provide special information needed 7 the Dominion Bureau of Statistics, seri- 
ously curtail the contribution that other government agencies can make while 
discharging their normal duties. The Decennial Census may be the source of 
much more information than is now readily available. Fundamental relation- 
ships first determined by means of smend interview surveys may be further 
revealed and illustrated by census data. This may involve a study of the census 
data requiring much more time and attention than existing agencies have had 
available for such work. A study of this nature could well result in a body of 
information approaching the master sample of the United States. In order that 
such information can be used effectively, there is need for further study of 
fundamental relationships required in connection with stratification. 

The improvement of sample surveys by enumerator or mailed questionnaire 
is, in my opinion, an important step in increasing the reliability and in extending 
the coverage of agricultural statistics in Canada. Such work is progressing in 
connection with the Census, and its extension to the work of the Agriculture 
Division may provide more reliable data at a lower cost than at present. 

From time to time the data being collected by the Bureau are reviewed, new 
series are commenced, and old series are panei | or dropped. This is as it should 


be if the limited resources available for such work are to be used effectively. 
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But it is suggested that greater care be taken in dropping time series that, y 
the moment, seem to have lost their usefulness. At the same time, a new series 
is not useful until its relation to other factors can be established. There are not 
many occurrences more frustrating to a research worker than to find at an ad. 
vanced stage of a study that time series are not consistent throughout a given 
period, or that they have been discontinued part way through a period, 4 
number of times series have been revised for only a short period back—the pres. 
sure of current work being the reason given for not carrying revisions further 
Some of these need to be carried back further if they are to enjoy optimun 
use. 

The reliance of the Dominion Bureau of Statistics on other government agen. 
cies for certain data, which is incidental to inspection services, should be ao. 
companied by a responsibility to check the actual method of calculation and 
reporting by inspectors. Experience shows that sometimes these by-product 
data are lacking in accuracy. Errors in calculation and reporting may occy 
simply because the originating agency does not realize what is expected of it 
nor the importance of the data it provides. 

Statisticians and economists working in the field of agriculture recognize a 
great many of the shortcomings of the present methods of collecting data and 
are constantly striving to improve the reliability and coverage. During the past 
20 years many improvements have been introduced. It may be expected that 
continued close cooperation between originating and using agencies will result 
in further improvements. 
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SOME APPLICATIONS OF UNITED STATES EXPERIENCE 
TO DATA PROBLEMS OF OTHER COUNTRIES 


Pau L. Koenic 
Bureau of Agricultural Economics 


HE crop and livestock estimating methodologies of the United 

States are a popular object of inquiry and study for visting statis- 
ticians from other countries. Almost every year since World War I we 
have had the pleasure of conferring with visitors from different countries 
about our current sampling, estimating, and reporting techniques. Usually 
there has been time also to touch upon the results of new methods or 
improvements which were currently under test to meet changing agricul- 
tural practices or new reporting requirements. Foreign visitors also have 
gone away with some useful points on methodology which they felt might 
apply to conditions in their countries. In turn, we have gained worth- 
while ideas and a better understanding from these discussions, and a 
bond of mutual interest has been established which has provided much 
added pleasure and profit from subsequent exchange of experiences and 
ideas, 

Our association with the statistical affairs and problems of other coun- 
tries has been materially expanded in a short time. From the occasional, 
leisurely contacts and discussions of earlier years, we have come within 
the cross-fire of all kinds of movements for improving agricultural statis- 
tics around the world. Over the last 10 years, and especially since 1945, 
our statisticians have been called upon much more extensively to take 
part in a variety of programs, all aimed at helping other countries to 
establish or improve their statistical reporting services. The requests for 
services of men trained in crop and livestock estimating methods have 
become so varied and so numerous that frequently we find ourselves 
unable to meet all demands. 

The impetus for this intensified interest in having good, reliable data 
to work with has come mainly from the growing development and effec- 
tiveness of international organizations and activities. These have pro- 
vided increasing means for countries to work together in attacking com- 
mon problems, or in considering matters of broad concern relative to 
world-wide food supplies and agricultural productivity. 

Quite a few countries do have very excellent and complete statistical 
systems which keep them well informed on the agricultural segment of 
their economy, both as to its historic development and its current status. 
One of the best is to be found right here in Canada. We should take note, 
also, that good progress has been made over the years in developing and 
improving the statistics for agriculture on a world-wide basis. The 
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pioneering and persistent labors of the International Institute of Agricul. 
ture at Rome, and the parallel efforts of the nations most advanced in 
statistical reporting, made major contributions to the earlier progress in 
this field. 

_ Nevertheless, today many countries have comparatively little data t 
keep them advised as to the actual extent and character of their agricul. 
ture. Nor do they have the necessary current facts to discuss or intelj. 
gently appraise the changes occurring in their production of crops anj 
livestock, or other adjustments in farming operations. Without these facts 
they find that they must operate pretty much in the dark in making plans 
or decisions for improving their agricultural output or the welfare of thei 
agricultural producers. These shortcomings in their basic data have be 
come more sharply evident to most countries in recent years as they have 
joined in the various international movements or have sought assistance 
on programs of their own. There is a growing awareness in practically 
every country that, to undertake constructive measures, they must have 
more knowledge of the facts regarding their agricultural resources, crop 
and livestock trends, and current production and needs. 

It is not surprising, then, that in one country after another a deter. 
mined effort is being made to get some sort of effective program into 
operation. And in this the countries are seeking all the outside help and 
guidance they can obtain. Some must start from scratch because the 
project is entirely new to them; other countries, in which some statistical 
services are already established, intend to review and revise the entire 
structure and to concentrate on the types of current and historic facts 
most needed, eliminating the statistical series or reports that are of little 
use. Again, some countries are able to make only a small beginning be 
cause of limited finances and resources, whereas others will be in position 
to lay plans for the gradual development of a full-scale system. Countries 
that have previously had no significant statistical activity or experienc 
will have to have special guidance to avoid undertaking an overly: 
ambitious program. In such cases it is obviously best to start with « 
moderate sized project and to employ the simpler techniques, until further 
momentum develops from experience, and until continuity of the program 
is assured, directed, and carried along by well-trained statisticians and 
workers. 

In making their plans, most countries have shown evidence of placing 
a proper emphasis on the several major types of fact-collecting processes. 
For example, they have generally recognized that it is essential to estab 
lish (1) a system for securing dependable and complete bench-mark dats, 
such as are obtained through periodic census enumerations, and (2) # 
minimum system of current reports to provide timely crop and livestock 
estimates throughout the year. Other types of data are not overlooked, 
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such as agricultural prices and records of commerce and trade in agricul- 
tural products. 

Much encouragement and assistance have been directed to the effective 
development of these census and current reporting objectives by the sev- 
eral international organizations most concerned. Prominent among these 
is the Food and Agriculture Organization of the United Nations (FAO), 
now in its sixth year of constructive accomplishment. The FAO has con- 
centrated on adequate statistical reporting as one of its foremost objec- 
tives, and has applied full effort to assure that the 1950 World Census of 
Agriculture will be the most satisfactory yet undertaken. In the Latin 
American countries, the Inter-American Statistical Institute, as well as 
other inter-American organizations, has given major emphasis to better 
statistical reporting for the past 10 years, and have applied similar drive 
to the successful completion of the 1950 Census of the Americas. 

The assistance for which the services of our BAE agricultural statis- 
ticians are requested falls mainly in two major categories. One concerns 
their service as special consultants on assignment to some country for 
varying periods of time, to advise and assist the officials responsible in 
the solution of some basic data problem or in the general improvement 
of their reporting system. The other relates to a variety of services ren- 
dered in the training of selected candidates or officials from other coun- 
tries who are sent to the United States by their governments, or under 
other auspices, for specific study in the field of agricultural statistics, 
including census and crop reporting methods. A variation of the latter is 
the participation of our statisticians in a training center, sponsored by 
some international organization or group, to which selected representa- 
tives are sent by the several governments concerned. An illustration is 
the training center recently conducted in San Jose, Costa Rica (January 
through March this year) under FAO auspices, with the special coopera- 
tion of the Costa Rican Government. Several of our men, or former mem- 
bers of our staff, took part in the organized instructional sessions, which 
combined lectures, demonstrations, practice-periods, and roundtable 
discussions. 

Before turning further to the subject of foreign trainee programs, 
which are about to be greatly expanded, I should like to give you a few 
impressions of the varied character of our statisticians’ assignments to 
other countries as special consultants. 

We had several calls for assistance as an outgrowth of the military 
occupancy of Japan and Germany. In the effort to get the agricultural 
economy of these countries back in good working order, the military 
government applied major attention to gaining maximum domestic out- 
put of food production at the earliest time, so that adequate diets might 
be restored with a minimum of outside aid. Other measures were aimed 
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at improving agricultural practices or productivity. Quite often the ocgy. 
pation authorities found their plans badly hampered through the failure 
of the existing crop reporting service to provide dependable crop produc. 
tion figures, or the complete set of facts needed for the job. 

In May 1946, at the request of the Department of the Army, the statis. 
tician in charge of one of our State offices was selected for assignment 
to General MacArthur’s headquarters staff in Tokyo. He was given 
the task of studying the organization and operation of the Japanese 
crop reporting system, and requested to draw up workable recom. 
mendations for improving the accuracy of official forecasts and estimates, 
His analysis and recommendations resulted in the Japanese Govem. 
ment being asked to centralize their agricultural statistics program 
in the Ministry of Agriculture and F orestry, to reorganize the work so that 
the new National Crop Reporting Service (instead of the 46 Prefectural 
Governments) would have complete and undivided responsibility for the 
statistical program, and to undertake certain research studies to improve 
the crop estimating and forecasting methods. He assisted in getting the 


reorganized service into operation before returning to the States late in - 


1946. In the fall of 1948 and early 1949, another of our statisticians was 
called in by the Army to review the progress made on the Japanese pro- 
gram and to suggest any further changes or developments that seemed 
desirable. He recommended an expansion in the program of estimates and 
forecasts to include more crops, a reduction in the emphasis upon too 
frequent census-type enumerations, for which a suitable objective-sample 
type of survey could be substituted, and other suggestions for the closer 
integration and control of the crop reporting work, so as to preserve com- 
plete freedom from bias in its reports and decisions. Early in 1949, another 
statistician formerly in our organization joined the Tokyo headquarters 
staff and had the opportunity of lending a guiding hand in the crop 
reporting program. 

Two members of our staff struggled with the problem of establishing 
some sort of a statistical reporting system in the hectic early days of the 
occupation of Germany. These difficulties continued and in Westem 
Germany the food and agriculture officials of the Bipartite Control Office 
had met with increasing difficulty each crop season through 1947, in 
establishing reliable production estimates for major food crops and other 
staples. A dependable degree of accuracy in these estimates was essential 
if the various measures to meet even a minimum of the food requirements 
were to be successfully carried out. The total. production estimates were 
the foundation for the crop quota and collection programs, the determina- 
tion of minimum import requirements, and plans for equable distribution 
of foodstuffs among the German States in the American and British Zones. 
Under prevailing conditions, there was mutual dissatisfaction with the 
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wide divergence between the figures obtained through the German crop - 
reporting system, which were obviously ultra-conservative, and those de- 
veloped by Military Government officials through a series of field checks 
in sample fields, which the German officials protested were much too 
high. The services of two U.S. crop statisticians were secured by the 
Bipartite office for a period of several months during the 1948 crop 
season to assist a Bizonal Working Group in devising and carrying out an 
objective yield sampling plan that would be technically sound and 
acceptable to all parties. The working party, made up of Military Govern- 
ment personnel and German officials, was purposely kept small to ex- 

dite the formulation of plans. A scientific scheme for taking sufficient 
sample field checks to provide acceptable crop yield estimates for each 
state, on winter rye, winter wheat, and the main or late potato crop was 
agreed upon. Field working parties were organized, again made up of 
both Allied and German personnel, and the field checks were completed 
according to plan. For the first time in occupation history, the yield esti- 
mates satisfied all parties. The German officials, convinced of the merit 
of this objective sampling procedure, have continued to make the crop 
yield checks every year since 1948. At the moment, it is our pleasure to 
have two of the German statisticians who served on the Bizonal Working 
Party with us for several months of intimate study and observation of 
our crop and livestock reporting methods and operations. 

An ECA three-man statistical mission is just now completing an assign- 
ment of more than a year assisting the Turkish Government in moderniz- 
ing its crop reporting system and instituting some of the newer probability 
sampling techniques to improve the quality of their data. Better timing, 
involving much earlier release of data for maximum usefulness, is another 
major objective. An imposing array of agricultural statistics in great detail 
are published by the Central Statistical Office in Turkey, but they. have 
generally not been available until two years after the crop year harvest to 
which they pertain. The Statistical Office fully realized that the present 
program was not adequately serving the needs of the expanding national 
economy of the country. By request of these Turkish statistical officials, 
the leader of the mission spent five weeks in the fall of 1949 in preliminary 
consultations, to analyze the situation, develop recommendations for im- 
provement, and arrange for the special assignment of the three-man 
group. Excellent progress had been made in preparation for the 1950 
agricultural census in Turkey. Among other plans, arrangements were 
made to conduct a probability sample survey at the same time as the 
agricultural census enumeration, to obtain at least a partial measure of 
the bias believed to be inherent in a census taken by village headmen. 
An interesting sidelight of the preliminaries to the Turkish project was 
the selection of 10 qualified trairlees to come to the United States for 
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six to nine months’ intensive training in sampling and estimating methods 
census procedures, and statistical collection processes in other than agri 
cultural fields. 

A Puerto Rican project undertaken about two years ago has provided 
some experiences and results that should prove useful in application to 
similar situations in some Latin American countries. The Puerto Ric 
agricultural officials developed plans for establishing a program of crop 
estimates and market news reports, and arrangements were made to assign 
one of our men to advise and give general direction to the development 
of the project. In the first year or so, major attention had to be directed 
to research and exploratory work to devise the sampling procedures that 
would be most adaptable to agricultural conditions on the Island, and 
which might provide, at moderate cost, the soundest basis for reliably 
forecasting and estimating production. The problem is greatly compli. 
cated by the fact that succession cropping on much of the land is prac. 
tically a year-round process. The usual type of survey procedures do not 
fit these circumstances. An exceptional opportunity was provided under 
this project to conduct a quality check of the agricultural census data 
and the data obtained in the several special enumerations made by the 
Puerto Rican officials. Work on these quality checks and comparisons has 
been undertaken in cooperation with our Bureau of the Census. The 
program has now reached the stage at which a minimum schedule of 
crop reports has been established for release throughout the season, for 
the six most important crops in the Island’s commerce. 

One of our former statisticians and several others of our present staff 
have been stationed in Latin America, or assigned for limited periods, to 
advise and assist the various countries in completing their 1950 census 
enumerations and the compilation of results. On these assignments, fre- 
quent opportunities are presented also to help these countries in their 
plans for the development of current crop reporting programs. Many of 
the countries are now engaged in improving and expanding their report- 
ing operations. Among their key technicians, there are quite a few who 
had been selected by their governments in years past to spend a period of 
time in the United States for special training in crop estimates and census 
methodologies. 

Both the consultant work and the foreign trainee plans are to be 
greatly broadened and accelerated as a result of the establishment of 
what has been popularly called the Point IV Program. This is the program 
for furnishing technical assistance to underdeveloped countries, set forth 
by President Truman as a definite feature of United States foreign policy, 
in his Inaugural Address in January 1949. The plan, in effect, is an exten- 
sion to new areas of the program of technical collaboration begun by the 
United States in Latin America in 1940. As has been true in Latin 
America, it can be anticipated that considerable of the technical guidance 
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and assistance sought by many countries will relate to agricultural 
matters. 

Point IV is only the latest development among several programs that 
arrange for foreign officials and trainees to visit the United States for 
special study or education. Such missions are sponsored by a number of 
agencies, including ECA and FAO. All in all, there are 13 different acts 
in effect under which selected agricultural leaders or trainees can be 
brought to the United States to study and observe different aspects of our 
agricultural activity. It is estimated that as many as 3,000 agricultural 
leaders from 77 countries will visit the United States in 1951. Only a 
small percentage of these will be interested in statistical training, and 
observation of methodologies used. However, during the last year, we 
have worked with 40 individuals from 22 different countries, who spent 
from a few days to several weeks with us. In addition, we have put on 
one-day programs for six special groups of foreign visitors, numbering 
about 80 people. 

Under the Technical Assistance Program, tentative plans have been 
formulated by the Office of Foreign Agricultural Relations, in close col- 
laboration with our Bureau, to enlarge substantially and reorganize the 
program for instructing statistical trainees. There are several important 
stages or phases to the total program, some preparatory to the training of 
selected candidates, and others concerned with follow-up assistance or 
consultation following the training period in the United States. All these 
phases will be directed by OFAR. Our organization will be concerned 
principally with the instruction of the foreign trainees, to involve a 
training period of about a year’s duration. 

While the plans are still subject to modification, it is felt that the 
training period should provide a general but clear understanding of the 
American agricultural economy, and full opportunity to become thorough- 
ly acquainted with all aspects of agricultural statistical work. In general, 
this would include orientation in the need for statistics and the variety 
of uses they serve; first-hand study of crop and livestock reporting and 
agricultural census-operations, including planning, collection, tabulation, 
analysis, and publication; and finally, training in sampling and related 
specialized techniques. Throughout the training, emphasis will be placed 
upon practical aspects of the work. Orientation and initial training will 
be given in Washington. Thereafter, to the maximum extent possible, 
training will be conducted in state statisticians’ offices at a few selected 
locations where agricultural college course work is available. This is the 
general outline. It is recognized that not all visitors can be fitted to any 
single pattern because of variations in the problems of the different coun- 
tries, in the background and education of the trainee, and in the length 
of his training visit. . 

With respect to the tentative plans for establishing field-training centers 
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at two or possibly more points having agricultural college facilities avai) 
able, several of our state offices—notably Wisconsin and North Carolina 
have already had previous experience in training ventures of this sort in 
cooperation with the respective universities. We will be guided sub. 
stantially by the experiences of these several offices in developing final 
plans for the training centers. 

I can think of no more fitting close to this discussion of foreign trainee 
programs than to quote from our Wisconsin State Statistician on his 
experience: 

“Probably the best way to get American experience into foreign coun. 
tries is to have the men from those countries study in the United States 
and then apply what they learn in their own environment after they 
return. We have had some experience in Wisconsin in trying to teach ou 
work to foreign boys. Specifically, we have had about 40 men interested 
in it altogether. The earliest of these was a group of four in 1945—one 
from Cuba, and three Chinese. 

“This experience suggests that when such trainees can stay long enough 
to enroll for a college semester or longer in a large university so that a 
solid group of courses can be offered, together with some special training 
in our work, the best results are obtained. Much as they need our work, 
they also need with it other basic training such as economics, statistics, 
journalism, sociology, and the like, and a few well chosen courses in these 
fields add immensely to what they take back with them. Also, the whole 
matter of teaching is greatly simplified by having an organized curriculum 
which makes it easy to provide a full-time program worthy and challeng. 
ing to high caliber men. A group of men working together in such a pro- 
gram serve to provide mutual stimulation so that they will get more out of 
it.” 


DISCUSSION 


Son SINCLAIR 
University of Manitoba 


I find one serious omission in what otherwise is an excellent presentation by 
Mr. Holmes on the use of sampling for agricultural statistics in Canada. This 
omission concerns the purpose for which the statistics are gathered. Perhaps 
the purpose is so well known that to state it here would be superfluous. On 
the other hand it may be that there is no specific, or one, purpose, and there- 
fore it cannot be defined. As a consumer of agricultural statistics I am concemed 
about this point, since in sampling the use of the statistics determines to a large 
extent the technique that is used in gathering the data. 

I do not want to blame the Dominion Bureau of Statistics or the Agriculture 
Division entirely if the available statistics do not meet the purpose for which 
we may desire them. We are to blame if we do not indicate to these people what 
it is we want. I do not pretend to speak for all users of Canadian agricultural 
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statistics, but I want to point to a few things that I would like to see in these 


a hould like to feel that the data we get are representative of the population 
studied. That does not mean that an accurate picture can be expected. But 
if the sample is properly selected, it is possible to measure the magnitude of 
the sampling error, and the user of the data can decide as to their usefulness 
and significance in his own work. If a sample is a “set of units or portion of an 
aggregate of material which has been selected in the belief that it will be 
representative of the whole aggregate”! then what the Agriculture Division 
obtains, especially in the June and December material, is not a sample, and 
leaves the user in the dark as to its efficiency. 

The final result obtained by the method described by Mr. Holmes is con- 
sidered a relatively good estimate of the current over-all condition of Canadian 
agriculture. But the basic data have to be treated and processed by adding and 
subtracting information obtained from other sources. It raises the question as to 
whether the “saving in money and time costs” is — a saving. First, how 
good are the bench-marks or checks used; and second, is there not another 
method that will provide estimates at least as good but with a measurable 
error, and at the same or lower cost for information obtained? 

On the first question of bench-marks I want to mention the use of agricultural 
data from the census. Mr. Holmes suggests that in respect of these “acceptance 
has been occasioned by lack of objective evidence to the contrary.” This is 
significant. Census figures on agriculture are liable to considerable error. Those 
who have worked on farm economic surveys know something of the difficulties 
associated with completing the statements on livestock numbers and even on 
crop returns. This, with a trained enumerator and considerable time in enumera- 
tion. How complete then is the information on the census form when it is done 
rapidly and by enumerators paid on a per capita basis? 

Another point is the adjustment for bias on the assumption of “consistent 
bias,” There may be consistent bias in a population which is stable historically 
in all phases. But Canadian farms and farmers, especially in the West, are con- 
tinuously changing in nature. Changes in farm size, methods of operation, 
mechanization, and personnel must influence the direction of bias in answers 
to mail questionnaires. In addition, there are the farmers who no doubt are 
pra in their answers because of prices which are currently so dependent 
upon government action rather than upon the free market. _ 

These are important considerations for the policy makers, in both government 
and industry, as well as to those of us who want agricultural statistics for 
the purpose of studying the economics of the agricultural industry. We require 
data that will reflect regional changes in production on a scale smaller than 
the Prairie Provinces, or even a single province. Due to lack of specificity in 
our statistics it is difficult to measure farmers’ responses in production to price 
changes, except in a very general way. Even on the over-all figures it is often 
difficult to run a simple analysis, as when I attempted last year to calculate the 
trend in per capita production of agricultural products in Canada. (This in- 
volved estimates of population as well as agriculture.) 

As a consumer of agricultural statistics I would like to see our data gathered 
in a manner whereby the degree of representativeness or magnitude of the 


"This is Yates’ description of a sample, F. Yates, Sampling Methods for Censuses 
and Surveys (London: Chas. Griffin & Co., Ltd. 1949), p. 2. 
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sampling error can be determined. Furthermore, I want data that are not onk 
country wide, but also have a high degree of detail and accuracy on a region 
basis. A sample about which we can say more than “fairly well distributed” o, 
“relatively representative” is desirable. And I want to feel too, that when thi 
information is gathered by the Agriculture Division, the primary data are ayaj). 
able to research workers in the field of agricultural economics. This of coury 
may be too much to ask, since this information is gathered by the Fedep,| 
Government. But we are all concerned with mutual problems, therefore ther 
should be no distinctions, as indeed there are few in most of our dealings with 
the federal authorities. 

I think Mr. Holmes implied in his paper most of the criticisms I made, As, 
layman in statistics I cannot prescribe the method that should be adopted, We 
have heard about the area sample used in the United States. If it is efficient we 
should adapt it to our conditions. If not, the challenge is before our statis 
ticians and agricultural economists to develop the better techniques. But we 
should proceed rapidly, since at the present time considerable money and tim 
are spent by research workers and governments in gathering basic data, much 
of which mean duplication. This should be eliminated and the efforts directed 
towards finer analyses of reliable data that will aid government and commene 
in arriving at their policies for agriculture. Economic changes are rapid in ow 


modern day and more complete knowledge is essential to avoid the erron 
of unsound policies. 


DISCUSSION 


JoserpH A. BECKER 
Office of Foreign Agricultural Relations 


In the United States and Canada, systems of agricultural statistics have 
been evolved which render effective services to the agricultural industries in 
these countries. In each country the system is rather complex and involves the 
use of both subjective and objective approaches in ascertaining facts; it involves 
a census base at five- and 10-year intervals, some more frequent enumeration, 
and extensive recourse to sampling. Mr. Koenig has described quite adequately 
in his paper some of the important applications and possible applications of 
United States technical procedures to work elsewhere in the world. It seems 
appropriate to mention ime general categories of countries in which improve 
ment in statistical services to the agricultural industries might be developed, 
and the first steps which might be taken in that direction. 

1. There are quite a few countries in which no agricultural census has been 
made. I include in this group a few countries in which an agriculturl 
census has been attempted, but has not been successful. Most of these 
countries do not attempt to collect and publish current agricultural ste 
tistics. The need here is for a realization of the importance of curreat 
information on agricultural developments. Such a realization might be 
stimulated by an international organization, such as FAO; it hardly seems 
the job of the United States or Canada. Attention of the responsible agen | 
cies in these countries needs to be directed ‘along with other matters t0 
the possibilities of establishing certain data basic to a current reporting 


service by recourse to samples rather than by the more expensive census 
approach. 
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only 9, There is a second group of countries which places undue emphasis on the 
ional counting or census approach to providing current information. This is char- 
Pe acteristic of many European countries. Generally the publication of results 
this is delayed, which minimizes the usefulness of the information. Associated 
vail in many cases with this approach is a general failure to obtain objective 
yurse checks by which the validity of enumerated data may be tested. It would 
Jera] seem that in these countries there is a need for establishing an interest in 
here forecasting crop and livestock production. The preparation of forecasts 
with is a challenging task. It puts the organization on its mettle and vitalizes 
the work in this field. 
Asa 3, There is a third group of countries in which almost complete reliance is 
We placed upon the subjective approach to measuring agricultural progress. 
t we This takes the form of calling upon individuals for estimates of numbers 
tis. and production for geographical areas, such as a county, province, state 
+ We or region, rather than relying upon individual farm samples taken at a 
time time when facts are ascertainable, or upon objective samples such as 
auch measured production upon measured areas. The estimates obtained 
cted through the subjective approach are usually of questionable reliability 
erce both as to level and as to change from one date to another. The need in 
om these countries is to make a start in sampling adapted to the circumstances 
rrors and to the financial means available. Even a onal start will produce large 


dividends. 
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IMPROVING LABOR EFFICIENCY IN FARMING 
Chairman: H. C. M. Case, University of Illinois 


IMPROVING LABOR EFFICIENCY THROUGH IMPROVING 
FARM ORGANIZATION 


P. E. JOHNSTON 
University of Illinois 


INCE 1940, agriculture has been operating in an economy having 2 
S high demand for farm products and a relatively scarce labor supply. 
We are apparently committed to national policies which will continue thi 
situation in the foreseeable future. The demand for men in industry and 
the armed forces creates a scarcity of labor on farms, and puts a premium 
on the efficient use of this important agent of production. In a period when 
there is a high demand for farm products, the national economy benefits 
from a large production per farm worker, which also leads to a high level 
of income for individual farm operators. 

The objective of this paper is to show how the product per farm worker 
may be increased by improving the organization of farming units. Ty 
attain this objective, farms may be classified according to the character of 
the labor supply: (1) farms on which all the labor is supplied by member 
of the farm family; (2) farms on which there is considerable hired labor. 
‘In the first case the labor supply is fixed, and a well balanced unit can be 
obtained only by adjusting the land and capital to match the labor and 
management. Land may be provided through purchase or renting. Capital 
is supplied in the form of livestock, purchased feed, fertilizer, buildings, 
or machines. 

The problem involves not only the proportioning of the land and the 
capital, but the total amounts of these agents which should be associated 
with the level of management available for each farm unit. To maximize 
the net returns from the farm unit, each flexible agent should be added to 
the point where its net marginal return is zero. 

The quantity of land and capital to be added, under a given set of 
price-cost relationships, will depend upon the ability of the operator to 
convert inputs into returns. Some farmers get 70 bushels of corn from the 
same agents of production which are used by other farmers to produce 5) 


*The term “labor efficiency” means the ratio between the amount of available 
labor and the farm output. Available labor represents the mature male labor equivalent 
of operator, family, and hired workers who are available for farm work during the 
year. The term labor input refers to the charge assigned to the available labor force. 
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bushels. Some farmers produce 100 pounds of hogs from 350 pounds of 
concentrates, whereas others for the same production use 500 pounds. 
The higher the rate of conversion, the more land and capital there should 
be added for each unit of labor available. In those instances where the 
land area is also fixed, the only opportunity to secure a well balanced unit 
is by varying the amount of capital. 

On farms of the second class, hired labor may be supplied in those 
amounts which will bring the farm unit into balance. This added degree of 
freedom simplifies the problem of getting an optimum proportioning of 
the agents of production.? Farmers with a flexible labor supply try to keep 
the labor input adjusted to the amount of work to be done, whereas 
farmers with a fixed labor supply try to build up the labor load to match 
the supply of workers. It is often possible to work out an organization with 
better balance if land, labor, and capital are all flexible agents of produc- 
tion. It should be recognized that machines and labor may be substituted 
for each other and it is important to get the best combination, taking into 
consideration the relative costs and productiveness of the two agents. 
Since 1940, when prices have been relatively favorable compared to costs, 
many farmers have been operating below the optimum size of business.* 
The optimum is influenced primarily by two factors: (1) the product price 
factor cost ratio and (2) the level of management available. The more 
favorable the price-cost ratio and the higher the leve) of management, the 
larger the volume of inputs per farm should be. 

In 1951, farmers are reporting an increasing shortage of workers availa- 
ble for hire. The quality of labor being hired is also inferior. Some 
farmers who are losing sons or hired men to the Armed Forces are reduc- 
ing the volume of their business by releasing land or by disposing of live- 
stock, particularly dairy cows. This situation makes it possible for other 
farmers who have a more adequate labor supply to add land or cows to 
increase the production per worker on their own farms. 

When labor is scarce relative to the other agents of production, it be- 
comes increasingly important that it be used efficiently. Capital, par- 
ticularly, should be added where it will efficiently replace labor. The 
government should adopt policies which will make power units, machines, 


*It is recognized that under conditions of a short labor supply seasonal workers are 
difficult to find, therefore an increasing proportion of the workers must be added as 
full-time, year-round men. This limits the flexibility of labor and the problem is 
particularly acute for grain, fruit, and vegetable farmers who have a peak labor load 
during the summer months. Some flexibility in the labor supply is provided by college 
and high school boys, by exchanging work with neighbors and by custom work which 
usually involves both labor and machines. 

Optimum size of business refers to the quantity of inputs which will maximize the 
net farm earnings, , 
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equipment, and fertilizer available in adequate supply in order to con. 
serve both labor and land. 


Methods of Increasing Labor Efficiency 


Labor efficiency may be measured in terms of the annual product per 
worker. In the analysis of farm records, two types of measures are iy 
general use: (1) man-work units per man, and (2) a labor index based op 
the labor cost for a particular farm compared to the average cost for farms 
having similar amounts of work to be done on crops and livestock. Both 
measures emphasize the ratio between the labor input and the product 
The goal is to secure a high level of returns for each month of available 
labor. 

Two methods are available for increasing the productivity of fam 
workers: (1) lengthen the hours worked per worker; or (2) increase the 
product per hour of labor. Both methods are used by farmers who attain, 
high level of efficiency. The change which an individual farmer needs tp 
make, if any, depends upon his particular situation. Some farmers need to 
work more hours per year, some need to increase the product per hou 
of labor, and some need to do both. 


Methods of Increasing the Hours Worked per Worker 


Many farmers apparently do not wish to work enough hours per year to 
maximize their net earnings. They value leisure more than money. Other 
farmers would like to work more hours if they could develop an organiza- 
tion which would give an adequate return for the increased labor input. 
The number of hours which farmers are willing to work may be changed 
by price-cost relationship or by other conditions. Farmers may be willing 
to work longer hours when farm earnings are low than when a reasonable 
standard of living can be earned with fewer hours of work than are 
necessary to maximize net earnings. 

The hours worked per month per worker vary widely over a period 
of years, as indicated by cost records on cash-grain farms in eastem 
Illinois. In 1923 farmers in this area were working 251 hours per month 
of available labor, but as a result of mechanization, a steady decline con- 
tinued until 1941, when only 190 hours a month were put into the business 
As a result of the labor shortage of World War II the hours per month per 
man increased to 226 and 220 for 1943 and 1944, respectively. In 1947 the 
average was down again to 184 hours a month. 

Farmers in the livestock area of western Illinois worked an average of 


216 hours a month in 1948, but there was a wide fluctuation in the hous | 


worked per month by operators and hired men as indicated by the follow- 
ing data.* 


‘Data are not available from which to compare the hours worked per month on 
the cash-grain farms of eastern Illinois with those on the livestock farms of westem 
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Hours per month per worker Number of men 
125-150 4 
151-175 8 
176-200 11 
201-225 15 
226-250 9 
251-275 6 
276-300 8 
301-over 6 


The operators worked, on the average, only nine hours per month more 
than the hired men. Eight operators worked less than 175 hours a month 
and five worked over 300 hours. Only one hired man worked more than 
950 hours, whereas four worked less than 175 hours a month. These data 
indicate that there is an opportunity for an appreciable number of farmers 
to increase the hours worked per month without pushing the input to an 
unreasonably high level. 

The effect of seasonal labor distribution. One of the ways to increase 
the hours of work per worker is to build an organization which provides 
a reasonably uniform labor load throughout the year. This involves plans 
for the cropping system as well as the livestock organization. Other things 
being equal, the cropping system should provide a uniform demand for 
labor throughout the growing and harvesting season. There are, how- 
ever, other considerations more important than labor distribution in 
choosing a crop pattern. Crops should be grown which have a high com- 
parative advantage in the area. Crop specialty farms are profitable under 
certain conditions, and in an area which produces a diversity of crops it is 
important to select a combination of crops which will be most profitable 
over a period of years. Returns from a cropping system which has a high 
peak load for labor must be large enough to bear the extra cost of seasonal 
labor. This situation prevails in many areas for fruit, vegetable, and can- 
ning crops. 

In many regions of the United States, crops may be classified as culti- 
vated, small grain or nurse crops, and legumes and grasses. Most rotations 
contain crops from each of these classes, which, if properly selected, will 
provide for a reasonably good labor distribution throughout the cropping 
season. Less attention is given by farmers to the labor distribution on 
crops when the work is done with mechanical power than when animal 
power is used. Tractors may be used up to 24 hours a day in rush periods, 
whereas horses can seldom be worked more than 10 hours a day. 

Livestock enterprises. Livestock enterprises may be used to create a 
demand for labor during those portions of the year when there is little 
work to be done on crops. The livestock farmers of western Illinois and 


Illinois during the same years. It is believed, however, that more hours per month are 
worked on the livestock than on the grain farms. 
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their employees worked an average of 32 hours more per month in 1949 
than the cash-grain farmers of eastern Illinois did in 1947.5 

Dairy and poultry enterprises have a high labor input per animal unit 
and a relatively uniform distribution throughout the year. Hogs, feeder 
cattle, and feeder lambs may be worked into a farm plan to use labo; 
during slack seasons. The two-litter hog system may be timed so that the 
pigs are farrowed in the spring before crop work starts and the fall litter 
come in the slack period of August and early September. Medium an{ 
common cattle should be fed during the fall and winter months when the 
need for crop labor is light. 

In a period when farm labor is scarce it is important to use those com. 
plementary and supplementary enterprises which will make full use of the 
labor force available. This applies equally to farms operated largely or 
entirely with family labor and to those using one or more year-round hired 
workers. 

Flexible jobs. Some work on farms can be done at almost any season 
of the year and may be classed as flexible labor. Some of these jobs are 
building fence, repairing and painting buildings, cleaning ditches, and 
hauling limestone and manure. The efficient manager does this work so 
that it interferes very little with the crop and livestock labor. In westem 
Illinois in 1948, from 60 to 70 percent of the labor needed to be done ata 
certain season of the year; this left 30 to 40 percent with a considerable 
degree of flexibility. The greatest degree of flexibility was found on the 
feeder cattle-hog farms, and the least on the dairy farms. 

Balance between supply of and demand for labor. One of the effective 
methods of increasing the hours worked per worker is to keep the labor 
supply relatively low in comparison to the amount of work to be done. 
Getting the optimum supply of labor calls for careful planning.® On farms 
with a fixed labor supply, land or capital, or both, must be adjusted to 
the labor to get a proper balance. With a flexible labor supply a part of 
the adjustment can be made by varying the amount of labor hired. For 
the State of Illinois in 1946, 80 percent of the labor was furnished by the 
operators and members of their families and only 20 percent was hired. 
Although 67 percent of the farms hired some labor, few used large 
amounts; 39.3 percent hired less than one month of labor; and only 158 
percent of the farms hiring labor hired at least one full-time, year-round 
worker, or his equivalent. The relatively small percentage of hired labor 
limits the extent to which labor is a flexible agent in farm planning and 
emphasizes the importance of getting the right amounts of land and 
capital associated with the labor and management. 


* The difference is thought to be due to the type of farm organization rather than 
to the change in time. 


* The optimum supply of labor is that which will maximize net farm earnings. 
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Methods of Increasing the Product Per Hour of Labor 


The following are some of the features of the farm business which, if 
properly organized, lead to an increased production per hour of labor: 

Use of high-producing crop and livestock enterprises. A high output per 
worker may be facilitated by the use of cropping systems and crop varie- 
ties which provide a high level of crop production for the farm. This 
involves a close adaptation of the cropping system to the quality of soils 
available. Many farmers fail to have the best balance between cultivated 
crops, small grain crops, and legumes and grasses or fallow. More errors 
are made in proportioning the various classes of crops than in the choice 
of crops to be grown. Too few farmers vary sufficiently the proportion of 
land in legumes and grasses on the basis of differences in land quality. 

The use of high-yielding varieties is also important, since very little 
more labor is needed to produce and harvest 35 bushels of wheat per acre 
than 25 bushels. High-quality breeding animals are also important for the 
same reason. Sows that raise eight pigs per litter instead of six, and cows 
that have the capacity to produce 10,000 pounds of milk a year instead of 
7,000, help to increase the product per worker. 

Use of adequate capital. The product per worker may be increased by 
the use of capital in the form of power, machinery, equipment, and 
fertilizer. If labor is a scarce agent of production, it is important to substi- 
tute capital to conserve it. The most profitable combination is determined 
by the relative productivities and costs of the two classes of inputs. 

The scarcer the labor supply the greater the percentage of large tractors 
which should be purchased by farmers. A three-plow tractor uses more 
fuel per acre than a two-plow tractor on light draft jobs such as cultivat- 
ing row crops, and more fuel per hour on chore labor, but it covers more 
acres per day per workers on plowing, seed-bed preparation, and other 
jobs where it can be fully loaded. If labor is scarce and expensive, the 
extra capital in the form of a more costly machine and higher fuel costs 
may be justified if it saves enough labor. On farms where additional labor 
is needed but cannot be hired, it may be desirable to use larger power 
units in order to utilize the land resources available. 

Fertilizer, where needed, may be used to increase the product per 
worker, and from the national point of view it would seem more logical 
to increase the supply of fertilizers rather than seek greater production 
through an increase in the acreage of crops such as cotton, corn, wheat, 
and soybeans.’ These crops are now out of balance on many farms relative 
to the acreage of legumes and grasses. 


"In an economy where both land and labor are scarce relative to the demand for 
farm products, a sound national policy should include the allocation of sufficient 
resources to make available those fertilizers which will be effective in increasing crop 
production, 
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Many special machines are available, usually requiring a large capita 
outlay, which save labor or add to the productivity of labor. The followin 
are examples: cotton pickers, corn pickers, combines, field forage cutters 
pick-up balers, mechanical silo unloaders, mechanical barn cleaners 
power manure loaders, etc. The cost per unit of work done with maching 
of this type is high unless a reasonable volume of work is done each year, 
On small farms it is not profitable to use them unless some custom wor, 
can be done. Many farmers solve this problem by exchanging labor anj 
machines with their neighbors. One farmer combines small grains anj 
soybeans for his neighbor in exchange for having his corn husked by the 
latter, who owns a mechanical corn picker. There is a considerable volume 
of custom work done by pick-up balers, field forage cutters, and combing, 

Scale of operations or size of business. Much has been written about the 
advantages of small machines that are adapted to small farms. From th 
standpoint of labor economy, however, large machines save more labor 
than small ones. 

Under central Illinois conditions, farm account records indicate that 
the product per worker is greater on large farms than on small ones. This 
is true whether size is measured in acres per farm or by total annwl 
inputs per farm. On grain farms total returns per month of labor increased 
from $646 to a high of $1,079 as annual inputs increased from $7,000 to 
$27,360 per farm in 1949. There was a decline, however, for the next two 


larger size groups. On hog farms there was a steady increase in total | 


returns per month of labor, as annual inputs increased from $6,252 to 
$43,289 per farm (Table I). Comparable relationships are shown by net 
returns per month of labor and by net returns per $100 of the total inputs. 
Doubling the charge for capital did not alter the conclusions. Similar 
results were also obtained from 1950 records. Under Corn Belt conditions 
and with 1949-1950 price-cost relationship, the product per worker could 
be materially enlarged by increasing the average size of the farm business’ 

A well-planned farmstead. Mechanization of agriculture has increased 
the percentage of the time which farmers work at the farmstead. h 
western Illinois in 1948 farmers spent the following percentages of their 
time at work on crops: grain farms, 36 percent; feeder cattle-hog farms, 
25 percent; and dairy-hog farms 16 percent. Thus from 64 to 84 percent 
of the time was spent on livestock and general maintenance work. Much 
of the non-crop labor is performed at the farmstead. These data indicate 
clearly the importance of arranging and equipping the farmstead to save 
labor. The following are some of the important ideas to be considered: 


A small farmstead. It is cheaper to carry the additional fire insurance F 


* This is true only to the extent that the level of management found on accounting 
farms can be duplicated on other farms. A portion of the higher net return pet 
worker on the larger farms may have been due to the presence of better management 
on the large than on the small units. 


al 


eof tet & 


TaB 
a 
A 
To 
Ne 
M 
T 
N 
N 
0 
St 


ImprROVING LABOR EFFICIENCY 815 


Tape I. Between Inputs per Farm anp Totat Net Returns 
Per Monts or Lasor, Hoc anp Grarn Farms, Centrat 1949 


Total Annual Inputs per Farm 
Items $4,000 $8,000 $12,000 $16,000 $20,000 $24,000 $28,000 $32,000 
7,999 11,999 15,999 19, 23999 27.999 $1,999 &over 
4 42 40 70 44 13 ul a2 
Acres farm 7 212 261 307 336 349 417 
Total returns per farm $5,957 $11,824 $15,829 $21,041 $25,195 $32,364 $36,390 $50,009 
Net ment returns 797 2.548 21773 5,318 5,339 6,721 
Months of labor 12 16 20 23 25 30 33 38 
Labor cost $1,747 $2,409 $2,967 $3,469 $3,901 $4,663 $5,195 $6,069 
Machinery cost 1,227 2.407 2,970 $3,542 4,342 4,878 5,018 6,616 
Total returns per month of labor 514 728 802 901 1,000 1,098 1,095 1,334 
Net returns per month of labor —25 49 61 109 110 180 161 179 
Net returns per $100 inputs —5 7 8 14 12 20 17 16 
Grain Farms 

No. of farms 10 62 51 50 24 8 12 10 
Acres per farm 130 2138 289 356 448 448 645 687 
Total returns per farm $7,732 $12,688 $17,454 $23,143 $27,767 $32,782 $42,294 $45,424 
Net ment returns 732 2,064 2,674 4,539 5,123 5,422 10,764 5,952 
Months of labor 12 it 21 26 28 30 40 48 
Labor cost $1,800 $2,122 $3,092 $3,741 $4,427 $4,746 $5,911 $7,931 
Machinery cost 1,487 2,473 $3,341 4,314 4,859 6,287 7,574 8,050 
Total returns per month oflabor 646 883 820 907 992 1,079 1,065 944 
Net returns per month of labor 61 144 126 178 183 178 271 125 
Net returns. per $100 inputs 10 20 18 24 23 20 34 15 


and risk on a compact group of buildings, than to scatter the buildings 
over a large area, thereby increasing the distances which must be traveled 
several times daily, and the cost of moving feeds from storage to livestock. 

Buildings around a court. Buildings properly arranged around an open 
court permit workers to gain access to all buildings with a minimum of 
travel and without opening gates or crossing muddy lots. 

Feed supply adjacent to livestock. The feed storage should be arranged 

so that the feed can be moved to the livestock with a minimum of effort. 
Hay and grain storage on beef cattle and hog farms should be convenient 
to feeding floors. Some farmers have their grain storage so organized that 
corn can be moved without scooping from the crib into the grinder, from 
which it is blown into self-feeders or elevated to overhead bins and thence 
lowered by gravity into the feed bunks. 
. The Agricultural Engineering Department at the University of Illinois 
Is now operating some research units on which the grinding of feed is 
completely automatic. The operator pushes a button to start the operation 
and the machinery is automatically turned off when the grinding is com- 
pleted. Dairy barns can be constructed or remodeled, and equipped to 
save an appreciable percentage of the normal labor need. 

Machine storage convenient to the fields. The machine storage should 
be located near the lane which leads from the farmstead to fields. The 
structure should be designed so that machines can be pulled by the trac- 
tors into and from storage. 

Farm work simplification. There are principles of efficient labor use 
which can be applied to each farm enterprise and to each farm task. This 
is an important phase of increasing the product per worker which will be 
discussed in the paper which follows. 
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Measuring the Amount of Labor Needed 


Farm records are useful in estimating the amount of labor needed for, 
farm. Two methods have proved of value. 

Standards from detailed cost records. Detailed cost records, where 
available, furnish data on average hours of labor for crop and livestoc 
enterprises. The amount of labor needed for a particular farm may ly 
calculated by multiplying the standard input per unit by the number of 
units of work to be done. Since the seasonal distribution of the labor js 
also available, it is possible to calculate the labor load by months or by 
seasons. 

The following precautions should be observed. The standards will vary 
by areas depending upon the average size of the fields, the scale of live. 
stock enterprises, the type of power and machinery employed, and the 
production practices followed. Standards are therefore needed on a sys. 
tem-of-farming or a type-of-farming area basis. In Illinois the detailed cost 
project is moved from area to area each second year and the records are 
analyzed by systems of farming. 

An adjustment should also be made for varying levels of management, 
As pointed out earlier, there is a wide variation in the number of hour 
worked per worker. Thus the operator who has a well-organized farm, on 
which 275 hours of work are performed per man per month, will need 
fewer workers than the operator who secures an input of only 200 hoursa 
month from each worker. This variation should be recognized in farm 
planning or budget analysis when calculating the number of men needed 
to perform a given amount of work. 

Standard labor charges from farm financial records. Farm financial and 
production records may be used to calculate flexible labor standards. The 
labor expense for a farm may be compared with the average expense on 
other farms having similar amounts of work to be done on crops and on 
livestock. This approach to the problem is most helpful in the analysis of 
the records for individual farms. The flexible standards, as measured by the 
labor index, indicate the degree to which labor costs are above or below 
the average for other farms having similar amounts of work to be done. 
They do not indicate optimum labor inputs. They do, however, establish 
the level of labor inputs on farms where labor is used most efficently. 
These high level standards indicate for most farmers a goal which, if 
achieved, would materially increase the product per worker. 


The Influence of Labor Efficiency on Earnings 


The gross relationship between labor efficiency and farm earnings i 
demonstrated by the analysis of 265 farm records in four central Illinois 
counties for the period 1944-1946. The 53 farms with the lowest labor 
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costs in proportion to the amount of work to be done had labor inputs 
only 73 percent as high as the average for all farms; whereas the 53 farms 
with the highest labor costs had labor inputs 125 percent of average.° The 
average labor costs per farm were $2,133 and $3,532, respectively. 

Other characteristics of the two groups are as follows:?° 


53 farms with 53 farms with 
low labor costs _ high labor costs 


Labor cost per farm $2,133 $3,532 
Percent of average cost 73 195 
Acres per farm 289 289 
Value of feed fed per acre $ 27 $ 28 
Value of crops produced from tillable land 

(Index) 102 102 
Returns from productive livestock 

(Index) 100 98 
Power and machinery cost per farm $2,196 $2,234 
Percent of average cost 91 95 
Rate earned on investment (percent) 16.9 13.1 
Operator’s labor earnings $8,367 $6,374 


It is not claimed that all of the differences in earnings were due to labor 
efficiency alone, but that labor efficiency contributed to the difference. The 
data indicate that 53 farmers had more production with $2,133 worth of 
labor than 53 other farmers did with $3,532 worth of labor. There is no 
evidence that the production per acre or per animal was less because of 
the lowered labor cost. Power and machinery use was also more efficient 
on the low-labor-cost farms. These records do not indicate that the 53 
farms most efficient in labor use had optimum labor inputs. Their labor 
input was nearer the economic optimum, as previously defined, and their 
product per worker was considerably above the average for other account- 
ing farmers. Research and farm accounting have not yet developed to the 
point where it is possible to measure the optimum input of labor on indi- 
vidual farms. The principles involved are clear, however, and flexible 
standards can be developed from farm records which are helpful in indi- 
cating approximately the amounts of labor needed on a farm for a high 
level of returns per unit of labor used. It is likely that more consideration 
will be given to methods of increasing labor efficiency in the future than 
has been given in the past. 


*A uniform rate was charged for each month of available operator’s and family 
labor. Hired workers were charged at the cash rate plus the value of perquisites. 

*M. L. Mosher, W. D. Buddemeier and others, Three-Year Report on 265 Farms 
in the Pioneer Farm Bureau Farm Management Service for 1944, 1945, and 1946; 
University of Illinois, College of Agriculture, AE2476, Table 13, page 25. 
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INCREASING LABOR EFFICIENCY ON INDIVIDUAL 
FARM ENTERPRISES 


Ernest J. Nesius* 
University of Kentucky 


NCREASING the efficiency of farm labor is generally assumed to be, 
good thing. We must recognize before accepting this assumption that 
some producers have already exceeded the point of greatest net revenue jy 
search of more and more labor efficiency.’ An increase in output of labo, 
to the particular firm, is a good thing if an increase in the resulting value 
productivity is greater than the cost of securing it. In this paper we shal 
be concerned with accomplishment of economic reduction in labor re. 
quirements for any and all enterprises on particular farms. Ways in whic) 
economic research can contribute to that end will be the dominating pw. 
pose of this discussion. 
The method to be used in exploring the problem of this paper will bk 
to present: (1) the need for greater research emphasis in the general study 
area, (2) a general classification of ways to improve labor efficiency, ($) 


the conditions for economic validity to the problem solution, (4) the | 


progress made in labor efficiency, and (5) areas of needed research. 


A recent development of importance in labor efficiency studies has been | 


the adaptation to agriculture of time and motion studies, which ar 
nationally recognized as causing significant changes in labor utilization 
So far, these studies have been concerned mostly with the technical phase 
of farm work methods.’ The type of data obtainable by the work simplif. 
cation research technique’ is suited to determination of marginal value 
productivities of farm labor and of equipment capital, and to the detemi- 


* G. B. Byers and G. L. Johnson, my colleagues, have made helpful suggestions 
in the preparation of this paper. 

* Labor efficiency can be most conveniently defined as the ratio of the labor input 
to its output. Improvement in this ratio, like other production concepts, is subject 
to the laws of diminishing product. 

* This was an urgent need in 1942 when the national program began. “The fun 
tional approach to effective farm labor utilization is to assume that the land resource 
pattern is set and the decisions regarding general farm organization are made. Thusit 
is limited to the problem of how to perform the necessary work.” L. S, Hardin, “The 
Functional Approach to Effective Farm Labor Utilization,” this Journal XXXI:38? 


$84, 1949. Work simplification research is defined as “. . . the systematic analysis d F 
work methods by which the easiest, most effective and economical way to do a job 8 
searched out, developed, and put into use.” L. S. Hardin and R. M. Carter, “At F 


Analysis of Work Simplification Research Methods and Results,” this Journal XXVII 
820-330, 1946. 

*L. M. Vaughan and L. S. Hardin, Farm Work Simplification. New York, Jom 
Wiley and Sons, Inc. 1949. 
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nation of the rates of substitution of capital for labor in specific employ- 
ments. This should become apparent in the subsequent discussion. 
An increase in the physical productivity of farm labor is desirable: 
(1) to bring about a greater total farm production without increasing the 
supply of farm laborers or (2) so that, competitively, returns to labor will 
be sufficient to keep laborers on the farms for the necessary production, or 
(3) to increase the amount of leisure time for farm laborers (entrepreneurs 
>be: | included). Greater total production is easily an important point because of 
nth f the potential needs of an accelerated program of national defense and an 
nuein [| increasing population. The second objective is a felt need because the 
prices of farm labor have risen, forcing farmers to bid for labor through 
Value greater efficiency. Demands for manpower in the Armed Forces and indus- 
shall trial production have contributed to a felt shortage.‘ It is generally be- 
ore | lieved that these recurring labor shortages must be met with increases in 
which | labor saving methods at the enterprise level. The third objective is in 
¥ pur | line with the rest of the economy which experiences more leisure time. A 
preference for more leisure as an objctive by an entrepreneur is perfectly 
‘ll be } justifiable in normal peace time. 
study The output of labor at the enterprise level may be increased in one or a 
y, (8) | combination of three ways: (1) Biological innovations which increase the 
t) the | output of the basic producing resource also increase labor productivity; 
__eg., crop and animal breeding, fertilizer experimentation, disease, weed, 
been § and insect control, etc. The effect of increasing output in this manner is 
h a f to increase the marginal productivities of all the agents contributing to 
ation. | the product produced. Labor as an agent benefits by such innovations. 
hhases F Much of the increase in labor efficiency originates in this way. This paper 
nplii- f will not be concerned with this aspect of labor efficiency except to note its 
value | effects. (2) Mechanical innovations and reorganization of work processes 
| increase the output of labor (reduce labor requirements).* Mechanical in- 
novations may be considered as substitution of capital for labor, while 
estios | reorganization of the work processes involves an appraisal of the methods 
| used, sequence of operations, time intervals, etc., and their rearrangement 
subjed with little or no capital additions. The economic problems of capital sub- 
stitution and work process reorganization are the main concern of this 
paper. (3) Enterprise recombination may increase the over-all output of 
‘bust | {41m labor by reducing the labor underemployment caused by seasonal 
, “Te } needs and variation of these needs within and between seasons. Enterprise 
1:38 | combination was discussed in the previous paper. 


ysis of 

ie ha ' ‘Much of the felt shortage may be due to farmers’ unwillingness to pay the increased 

XVI: prices of farm labor. Currently, the ratio of prices received by farmers to wage rates 
paid to farm laborers is only 65 percent of the 1910-14 ratio. 

_Jotn *These two methods are combined because of their usual complementary rela- 


tionship. 
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Students of labor utilization problems may be inclined to add scalp 
efficiency as another way to improve labor productivity. Scale of enter. 
prise in relation to the most fixed resources (land and buildings) is a major 
cause of the variation of labor output between farms having similar pro. 
duction equipment or farms producing at a similar output rate. Therefore 
scale efficiency is involved in all of the above. 

For solutions to the problems of labor efficiency, three conditions muy 
hold for economic validity: (1) The hours of labor on each farm should 
be distributed among the enterprises so that their (discounted) marginal 
value productivities will be equal in all uses, consistent with the state of 
knowledge and with an economic appraisal of the obstacles to any other 
arrangements. This should be true: (a) between enterprises on a particular 
farm, (b) between farms, and (c) between agriculture and industry, (2) 
The marginal cost of labor or capital should not exceed the (discounted) 
marginal value productivity of the labor or the capital. (3) The incre. 
mental income gained from a change should be enough to outweigh the 
sacrifice of leisure® necessary to gain it." 


Progress Made in Labor Efficiency 


The working force of agriculture is made up of about 11 million worker, 
of whom slightly more than three fourths are family workers. This force 
spends approximately 19 billion hours annually in the production of the 
total agricultural product. Five enterprises consume slightly over 60 per- 
cent of the total hours of labor spent on farms. For the period 1945-4 
the rank of the five enterprises in amount of labor used was: milk cows, 
corn, cotton, poultry, and tobacco.* Excepting corn all are considered as 
labor-consuming enterprises. 

Nearly all farm crops except potatoes and tobacco are now produced 
with less labor per acre than several decades ago. Compared to 1910-14 
the production per man-hour of labor is at least 200 percent greater in 
food grains, 100 percent greater in feed grains, 75 percent greater in fruit 
and tree nuts, 50 percent greater in truck crops and cotton, and 50 percent 
greater in milk and poultry products.® The increase in productivity o 


* Sacrifice in leisure as used here is more than a unit of time given up; it also refers 
to discomfort, weariness, hardness of work, etc. 

‘This third condition, admittedly, is a subjective one and imposes a restriction 
which, quantitatively, is difficult to appraise. However, our democratic system requires 
this prerequisite for individual behavior. The costs of hired services are outlays of 
money, but the costs of the services provided by the entrepreneur and his family may 
be the sacrifice made (opportunity costs of cash and subjective nature) to furnish the 
labor. These costs are called “real costs” by F. M. Taylor, He points out that they are 
the determinants in fixing the supply price for labor. Principles of Economics. 9th ed. 
New York, Ronald Press Co. 1925, p. 318. 

*R. W. Hecht and Glen T. Barton, Gains in Productivity of Farm Labor, USDA 
Tech, Bul. 1020. 1950, p. 88. 

* Ibid., p. 61. 
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labor used in crop production is about twice the increase occurring with 
all meat animals and animal products. Corn and wheat production effi- 
ciency lead in the field of cereals, and milk products lead in the list of 
livestock enterprises. These increases are understandable when one con- 
siders that during the 10 years 1940-49 the number of tractors and motor 
trucks more than doubled, that of grain combines and corn pickers 
trebled, and the number of milking machine quadrupled.° During the 
same period, the volume of farm power and machinery increased 58 per- 
cent"! Relative to manufacturing and mining, agriculture has kept pace 
in production per worker since the depression of the thirties. 

Actually, the fact that agriculture has kept pace with manufacturing 
and mining for the past two decades is nothing to be proud of. In agricul- 
ture, increases have come in crop and livestock yields, in use of labor- 
saving machinery, and in improved organization of the work processes. On 
the other hand, most of the richest mines have been mined, and the raw 
product of manufacture needs more processing. Therefore, it is more 
correct to say that output of labor in agriculture has lagged when the 
effect of biological innovations is removed. Only in corn and the small 
grains of the crop enterprises, and in dairying of the livestock enterprises, 
have great strides been made in labor-saving due to mechanical innova- 
tions. Several others of the crop enterprises, primarily hay, probably will 
show great advances when the present knowledge is more widely adopted. 
Much has been heard about mechanization in cotton production. The 
latest available synthesized figures show that two thirds of the increase 
in output from labor in cotton comes from increased yields. Livestock 
production resists mechanization and work-process reorganization more 
than any other of the enterprises, due to the percentage of the total pro- 
duction made up of small scale operators and the existing rigidity in 
storage and feeding structures.?* 

The slowness of agriculture to adopt more efficient methods is more 
apparent when we consider that many of the services attending the major 
enterprises have been assumed by groups other than farmers. Many 
services which were originally included in the labor requirements are no 
longer done by farmers, such as shelling corn, transportation of product 
to market, feed processing, home food production and many, many others. 

Farmers are slow to adopt labor-saving methods because uncertainty of 


”US.D.A., Bur. Agr. Econ., Farm Production Practices, Costs and Returns. 
(Mimeo) Statistical Bul. 83, 1949, p. 44. 

* Ibid., p. 49. 

“Livestock differs from crops in that daily care and inspection is a requisite for 
good management. Consequently, even though labor requirements are reduced to 
insignificant amounts (automatic feeders and waterers), the above task, properly done, 
will require daily time. Actually time used-in care and inspection should be charged to 
management, 
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future needs for labor causes them to keep a surplus of farm labor op 
hand—or the opposite, which is to plan production so that labor will not 
be fully employed all the time. A farmer who has a surplus supply of 
labor most of the time will be only moderately interested in improving th 
efficiency of his workers. Under these conditions big gains in labor saving 
methods are not made unless labor is in short supply. 

This resistance among farmers to the adoption of labor-saving method 
is quite obvious when the difference is noted between the actual output 9 
labor and what farm work simplification studies throughout the Unite 
States show to be possible. For example, studies at Purdue Universi 
showed that the labor needs for hogs can be reduced about 60 percent: 
and that the average tomato picker can increase his output 16 to 20 per. 
cent.'* Similar studies at the University of Kentucky showed that th 
amount of labor to produce one acre of tobacco can be reduced 30 pe. 
cent,** and that the annual man labor requirement for dairying in a sta. 
chion type barn can be reduced about 50 percent.*® Recent studies a 
Mississippi State College indicate that due to the advances in cottm 
mechanization and weed control, labor requirements in cotton may be 
reduced from the present 182 hours per bale to within the range of 20 and 
30 in five to 10 years.’” From the work simplification studies it seems safe 
to generalize that a reduction of 20 to 30 percent in labor requirement 
may be accomplished through improvement of the work methods and 
with moderate increases in capital. Why is the gap between the actual and 
possible so great??® 


Areas of Needed Research 


As indicated earlier, the thread of continuity in this paper is the way 
that economic research can contribute to the general problem of increas. 


ing labor productivity at the enterprise level. Four important areas of 
needed research are noted in the following discussion. 

1. An important area of research is in determining the value pr 
ductivities of different labor operations which affect the quantity a 
sale value of a given product.’® Suppose a farmer is forced to operate 


* Vaughan and Hardin. op. cit., p. 17. 

* Tbid., p. 29. 

8 Ibid., p. 26. 

* Work Simplification Newsletter, Issue No, 20. Purdue Work Simplification Labo- 
ratory, Lafayette, Indiana, August 1949, p. 9. 

“Frank J. Welch and D. Gray Miley. Cotton Labor Requirements, this Journal 
(Proceedings) XXXII:752-758, 1950. 

* It is highly probable that if these studies were reported in terms of value produc- 
tivities of labor and capital inputs or the substitution rates of capital for labor, some 
of the reasons would be more apparent. The relationships between marginal and 
average — and costs would be clarified. 

as 


* This classification is for those labor operations in which capital costs do not exist 
or are not important. 
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with less labor than formerly, from what enterprise will he take the labor? 
Or, as is frequently true, if he has extra labor, where will he direct it to 
get the greatest returns? The ways he can adjust are: (a) reduce or add 
roduction units, e.g., acres of corn, number of cows, etc., or (b) eliminate, 
add, or substitute operations connected with going production units 
according to their relative marginal value productivities. This latter type 
of adjustment is meant to be considered within a framework in which (1) 
all job operations and idle time have been previously eliminated that 
would not affect the quantity or sale value of the product,” and in which 
(2) the hours of labor are so distributed that their marginal value produc- 
tivities are equal in all uses.** The research in this study area would in- 
volve measurement of changes in the product with changes in labor 
inputs.” 

2, Before a farmer can decide about the most profitable ratio of capital 
to labor, he must have some knowledge of their rates of substitution and 
their costs.2* The work-simplification technique is easily adaptable to 
securing these important economic data. It is a technique which measures 
accurately and minutely the input of labor for each small segment of a 
farm job, with and without capital additions. Given the capital require- 
ment, the physical product, and the labor input (minutely measured) for 
a series of capital improvements, the analyst can easily and quickly com- 
pute the changes in the productivities of both labor and capital. For 
example, assume a 20-cow dairy barn in which 130 hours per cow are re- 
quired, total investment in dairy barn and equipment is $5,800, with an 
annual capital cost of approximately $480 and the following conditions 
are true: a four-cow milking parlor of the walk-in and back-out type, and 
milk room, electricity, running water, hot water heater and milk cooler, 
hand milking, and equipment so located and work routine so planned that 
no reduction in labor requirements would occur by rearrangement.** Now 


*Elimination of such operations and idle time is an important aspect of enterprise 
management which should be done irrespective of the costs of the factors, or the prices 
of the product. The research economist interested in maximizing net revenue through 
the use of marginal analysis is primarily interested in factor costs, rates of substitution 
between factors to produce a given product, output changes with an incremental change 
in input, and product prices. Consequently, marginal analysis does not tolerate labor 
expenditure which fails to produce a product. 

. For a more complete statement see the conditions for economic validity as stated 
earlier, 

* As an example such a study see: G. B. Byers, C, E. Bortner, and W. B. Back, 
Effect of Maturity and Priming of Burley Tobacco on Yield, Quality and Labor Require- 
ments of the Crop. Ky. Agr. Exp. Sta. Bul. 552. 1950. 

* As stated earlier, the decision to purchase a piece of labor-saving equipment is 
frequently made for other reasons. However, some few (the first ones), give careful 
thought to the marginal productivities of additional or substitute investments. Once 
decided by these few, the innovation is accepted as generally good. 

“ Adapted from unpublished work simplification data provided by George B. Byers, 
Kentucky Agricultura Experiment Statior. 
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let us add, separately, three items of capital cost and note the conse. 
quences on the dairy system. If an efficiently operated two-unit milker 
is added to replace the milking by hand, the operator will add $330 to his 
investment, or $43 to his annual capital cost, and he will reduce the tota] 
yearly labor requirements 828 hours; for each dollar of added annual 
capital cost, labor requirements will be reduced 19.2 hours. If the operator 
spends $60 more to add an overhead feeding arrangement, he will add $6 
to his annual capital cost, reduce the total yearly labor requirements 73 
hours, and for each additional dollar of annual cost, labor requirements 
will be reduced 12.1 hours. If the operator spends $110 more for doors in 
front of the cows to make a walk-through parlor, he will add $11 to his 
annual capital cost, reduce total yearly labor requirements 59 hours and 
for each additional dollar of annual cost, labor requirements will be re. 
duced 5.4 hours. This type of information, presenting an array of capital 
items for different levels of herd size (10 cows, 20 cows, 30 cows, ete.)* 
will provide entrepreneurs with sufficiently accurate information to deter. 
mine the optimum ratio of capital to labor, irrespective of whether the 
optimum has to be determined within a capital rationing framework, or 
over a specific length-of-run, or in disregard of these. 

In another study, data secured by the work-simplification technique 
showed the effect on labor cost when barns and equipment were con- 
sidered as fixed (constant for any change) and the size of herd using the 
facilities is changed. Assuming a barn and equipment for a 20-cow bar, 
Wells calculated labor requirements at different levels of herd size (10, 
15, 20, 25, and 30 cows).”° This was done by reconstructing in detail all 
the jobs attending each of five possible herd sizes (size of barn constant) 
and for each herd size using six different levels of roughage-concentrate 
ratios. For example, it was found that when 80 percent of the TDN were 
supplied by roughage, the annual labor costs per cow for the herds of 10, 
15, 20, 25, and 30 cow size were $58, $48, $44, $42, and $40 respectively. 

It may be worth-while to point out that much of the capital for labor- 
saving equipment is borrowed. In this sense the capital improvement must 
be profitable enough to assure lenders that such improvements are sound 
investments. For this reason, studies of the physical productivities of 
capital costs (labor-saving) should also be concerned with capital ration- 
ing, length-of-run for the new capital,?’ and possible scale changes due 


* Scale of housing structures adjusted to optimum for each herd size. 

* James A. Wells. “A Technique for Synthesizing Cost of Production Data—with 
special reference to dairy enterprises in Green and Taylor Counties of Kentuck 
(Unpublished Thesis) University of Kentucky, Lexington, Kentucky 1951. For the 
25- and 30-cow herd, housing space for the additional cows was assumed to be within 
100 yards of the dairy barn. All cows were assumed to be milked in the dairy barn. 

* It may be necessary to take short-run losses to realize long-run gains. In this case 
the knowledge must be generally known. 
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to labor efficiencies (these may be a direct result of labor-saving equip- 

ment). 

3, The third area where further research at the enterprise level would 
be fruitful is that of securing a more complete understanding of the 
obstacles which stand in the way of the adoption of labor-saving equip- 
ment and methods. Such information would be essential if the time should 
come when action on a national scale would be needed to secure greater 
efficiency of labor utilization at the enterprise level. Perhaps such knowl- 
edge is more important to the formulators of voluntary action programs. 
Entrepreneural decisions, more frequently than not, must account for at 
least six main groups of obstacles.** They are: 

(1) rigidities in the existing production equipment,”® 

(2) ignorance about existing technology, 

(3) inelastic attitude toward a different way, 

(4) imperfect knowledge about future events, such as weather, prices, 
development of new labor-saving machines, and governmental 
policy, 

(5) the ratio of owned to borrowed capital, 

(6) preferences for leisure. 

Intensive studies in these areas have a high probability of revealing 
some new views on labor efficiency. Basically, such studies would be con- 
cerned mostly with entrepreneurship. This in itself is a field of study 
which has not commanded sufficient thought by farm economists. 

4. A fourth area of possible research in labor efficiency studies at the 
enterprise level is to determine the intra- and inter-enterprise effects of 
labor-saving innovations on enterprise adjustments within farms and be- 
tween farming regions. As a general rule, conditioned by the aforemen- 
tioned rigidities, an increase in the marginal productivity of labor in an 
enterprise relative to other enterprises as caused by a labor-saving inno- 
vation will motivate the entrepreneur to shift more of his labor resources 
to the favored enterprise. The same would be true if we were discussing 
regions instead of farms. Consider, for example, the effects of a labor- 
saving innovation that would decrease the labor requirements at least 40 
hours annually, with only small capital costs, to care for and milk a dairy 
cow. Consider, first, the effects on the enterprise structure of farms adopt- 
ing the labor-saving innovation; second, the effects on the regions most 
adaptable for use of the innovation; and third, the ultimate effect on the 


*It is easy to see that these overlap. However, they are detailed for their marginal 
worth as ideas. 

* The number and arrangement of stanchions in a dairy barn on most farms auto- 
matically fix the degree of labor efficiency as affected by scale of enterprise and routine 
of operations. Even though studies may show that making the changes is highly profit- 
able, the entrepreneur still holds back. . 
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supply curve of the dairy industry. Such studies will lead directly into 
supply curves, alternative uses of resources, and different lengths-of-run, 

In this connection, it is safe to predict that progress in development of 
labor-saving innovations will continue. Concurrently, the productivity of 
labor will also change, not proportionately the same for all farms and for 
all regions, but disproportionately; which, in a nutshell, means that the 
optimum use of a farmer's labor will be constantly changing. All these 
considerations seem to emphasize that economic research in labor utiliza. 
tion is needed: (1) to ascertain the relative importance of a change in 
labor requirements to the supply schedule of particular farms, and (2) to 
estimate the effects on substitute and complementary enterprises within 
and among farming regions. 

The work simplification technique, complemented by regular research 
methods, is a promising means for greatly expanding our knowledge about 
labor efficiency, with the result that we can more accurately anticipate the 
problems of an ever-changing agriculture. Expansion of research in the 
field of labor utilization, especially in the area of fundamental problems, 
is a great need. 
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INCREASING LABOR EFFICIENCY THROUGH WORKER 
TRAINING AND IMPROVED LABOR RELATIONS 


L. M. VAUGHAN 
United States Department of Agriculture 


E HAVE had excellent discussions by Mr. Johnston and Mr. 

Nesius of the values resulting from good farm organization, and 
from improved work methods for specific farm jobs. It is my assignment to 
carry the subject one step further—by considering what some people like 
to call the “human” aspects of labor efficiency. 

First, let us clarify what we mean by “worker training” and “improved 
labor relations” in agriculture. This can be done best by contrasting the 
nature of these terms in industry with that in agriculture. 

In industry, worker training and labor relations are given specific 
identity. Specially trained personnel are assigned to develop educational 
programs. Large numbers of workers are involved for any one manage- 
ment. Most workers have specialized trades. Labor organizations speak 
for the workers in their dealings with management. Worker training and 
labor relations are an accepted part of employment conditions. 

On the other hand, on most farms worker training and labor relations 
are an informal part of regular farm activities. They have little identity as 
such, but become very important for several reasons. For example, when 
a farmer has but one or two regular hired workers, what each person does 
represents a high proportion of the total work accomplished on the farm. 
On seasonal jobs which last only a few weeks, it is important to reach a 
high rate of productivity as early in the working period as possible. This 
small regularly employed labor force for any one operator, and the high 
seasonal labor load of short duration are major characteristics of farming. 

It is also true in farming that the lines between management and labor 
practically disappear. The operator of a farm is as much a worker as a 
manager or a foreman. Members of the family work with or in the place 
of hired help. A regular hired man may become the foreman of a work 
crew during the period of seasonal work. Relationships are close and job 
assignments quite flexible in farming. 

Within the framework of this farm setting, it is the intent of this paper 
to discuss informally some of the things that the Extension Service or the 
farmer, or both, can do to increase labor efficiency by giving more atten- 
tion to worker training and labor relations. Essentially, this is merely giv- 
ing proper recognition to the fact that the amount of output which a 
properly qualified worker can produce on a given job depends primarily 
upon four things: 
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1. The method which he uses, i.e., the way the work is done, the use of 
his hands and body, the arrangement of what he uses, the kind of 
equipment he employs. 

2. His skill in using the method, i.e., his proficiency at following a given 
method, largely a matter of natural ability but influenced by exper. 
ence or practice. 

3. The effort which he exerts, i.e., his will to work, influenced by his 
physical condition, how he feels, interest in his work, mental attitude, 

4. The conditions under which he works; i.e., his surroundings, light, 
heat, ventilation, and other similar environmental factors. 


Improving Work Methods 


Most farmers have grown up with the business. They have learned how 
to do their work primarily by trial and error—through practice and experi- 
ence. Instruction, when given, has been in acccrdance with existin 
methods used by the farmer. Often these methods are based on limited 
observation, usually confined to a few farms. 

While most farmers are looking for new ideas, what they observe at 

meetings and on trips to other farms has to do largely with new varieties, 
new practices or new equipment. There is not much opportunity for one 
farmer to observe the methods of other farmers in doing their work. Cows 
are being milked, apples are being picked, and hay is being harvested on 
neighboring farms at the same time. It is difficult to observe others when 
you are busy harvesting your own crop. 
_ Through the use of motion pictures, publications, slides, and exhibits, 
farmers may realize perhaps for the first time that the same job is being 
done in many ways. Some methods must be better than others. A realiza- 
tion of these differences in methods paves the way for assistance in de- 
veloping a new way to perform an old job. Until you have helped a 
farmer improve his own work—until he himself has become “work con- 
scious,” he is not likely to become interested in instructing others. 

It is not easy to bring about a change in the well-established method 
of a person who has developed his present work pattern from long 
years of experience. There must be real reasons for a change. Savings 
must be substantial, and attainable by the average person. 

In the tobacco series developed in Kentucky, Easier Ways To Do Farm 
Work, each operation was studied and instruction pamphlets prepared 
to show the savings, explain the changes, and describe the new methods 
step by step. This included illustrations .of small pieces of equipment 
to be used with the improved method. . 


* Extension Leaflets 75, 76, 79, 84, 86, 90, 92, 103. Univ. of Ky. 1944-45. 
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In the Vermont publication, Modern Milking Methods,’ a similar ap- 
proach was followed, giving the reasons for each step in the improved 
method and how to change over from the existing method. 

Generally speaking, in our extension program we have not given 
enough attention to the work aspects of a new practice and have not 
answered the questions that arise when a farmer tries to introduce the 
practice into his work routine. Time will not permit going further on 
this point. The reason for bringing it into this discussion is to establish | 
the need for some contact with the farmer on his own work prior to 
helping him in the instruction of others. 


Training in “How To Instruct” 


It is no criticism of anyone to say that a person who knows well how 
to do a job often makes a poor instructor. Usually familiarity with a job 
causes one to overlook the points that may be most important to the 
inexperienced person. 

There is no better way to help farmers realize what is necessary in 
giving instruction than to have them participate in a Job Instruction 
Training (J.1.T.) course,* similar to that used in industry. In this training 
a person is given practice in how to break down a job for instruction 
purposes—how to get the important steps clearly in mind—how to select 
the key points that need special emphasis. A participant would also get 
practice in actual instruction—how to get a man to do a job correctly, 
quickly, conscientiously—how to prepare a man to do a job—how to 
present the job—how to help him try it out under supervision—and when 
to put him on his own. 

Except during labor shortages, and even then on a very small scale, 
farmers have not been given much assistance in how to instruct. And 
yet there is probably no job on a farm performed more frequently than 
that of giving instruction to others. The operator of a farm must instruct 
members of the family and regular hired help. Most of the instruction of 
seasonal farm workers will be done by the farmer, a member of his family, 
or some of the regularly employed hired help. 

Real progress in the training of seasonal workers can be made by 
working with the farmer on how to instruct, along with assisting him 
in improving his work methods. Some good examples of publications used 
with farmers in helping them with their training problems are: 


Training Employees for Farm Work—Bulletin 646, Cornell Univ., May 1944. 

Pulling, Piling, Topping and Loading Sugar Beets—A Labor Training Manual 
Bulletin 235, Montana State College, September 1945. 

Making the Most of the New Farm Worker, FL 37, Iowa State College, 1942. 


‘ Circular 111, Agr. Ext. Serv., Univ. of Vt., Nov. 1944. 
Extension Farm Labor Circular 28, U.S.D.A., March 1945. 
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Instructing Seasonal Workers 


Considerable assistance can be given in the instruction of seasong| 
workers by the Extension Service through the preparation of job instruc. 
tion leaflets, by working with the foremen and crew leaders, and by giving 
actual instruction to workers located in labor camps. In the preparation 
of leaflets or other visual aids to be used, it is desirable to work out the 
methods to be taught with the local growers, in order that they may be 
generally acceptable in the area. The series used in Michigan were de. 
veloped in this way.* The style is specific and direct—sentences are kept 
short—words are simple and easily understood. The purpose is clearly 
stated and personalized—for example, “you can earn more money—make 
the job easier—do better work.” Every step or key point is pictured as 
well as described. The pamphlets are printed in pocket size on good 
quality heavy paper. 

The best approach to the training of many workers is through the 
foreman or crew leader. Training courses for foremen, both in job in- 
struction (JIT) and job relations (JRT), as used in industry, can be 
applied effectively to agriculture. A start was made during the Extension 
Farm Labor Program, 1943-47. Some results from that period show clearly 
that instruction pays off. 

In November 1946 in Tulare County, California, during the cotton 
harvest, a test was run on Mexicans by the county farm labor office to 
determine the effectiveness of good training. Two groups of Mexicans 
were selected and put to work in the same cotton field under similar 
conditions. Group A, composed of 20 workers, was given excellent instruc. 


tion, in Spanish. Group B, composed of 19 workers, was set to its task J 


by the grower’s experienced foreman. Neither group contained any 
individuals who had ever picked cotton before. Both groups were made 
up of representative members of a labor camp. Group A the first day 
picked an average of 21 pounds of cotton per hour. Group B averaged 
15 pounds per hour. The group with good training was approximately 
30 percent more productive than the group handled in the tradition! 
fashion.® 

It may be that by the end of a season, many workers will have greatl 
improved their output with or without instruction. But what a perso 
can do at the end of the season is not as important as what he can 
at the beginning and throughout the relatively short work period. 

Another example of what proper instruction can do for inexperienced 


* Extension folders F 90, 91, 92, 94, 95, 96, 101, 103, 104, 105; Michigan State 
College, 1946. 

° The Farmer and His Help—Extension Bul. 683, Oregon State College, Octobe 
1947, 
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workers is provided by an Indiana experiment. Based upon work simpli- 
fication studies of expert tomato peelers, a new method of peeling 
tomatoes was developed. Its effectiveness was tested under actual factory 
conditions.® 

A controlled experiment was conducted in which 20 peelers were 
paired according to previous output and experience in peeling. Ten 
peelers, one member of each pair, were trained in the use of the new 
method; the remaining 10 were used as a control group. Only the trainees 
who had no previous peeling experience showed a substantial increase 
in output over the workers who had no instruction in the new method. 
The inexperienced group reached a peak during the fourth week 30 
percent higher than the level of the control group, and over the entire 
period an average increase of 20 percent compared with that of the 
control group. 

The instructed workers who had previous peeling experience reacted 
quite differently to the new method. As a group they barely reached 
their old level of accomplishment. Since these workers seemed so ac- 
customed to the old method which they had been using, it was hard for 
them to learn a new one and forget the old in such a short period of time. 

This experiment gives us information of real significance in regard to 
instruction for seasonal workers. In many instances the skill already 
developed in the use of a particular method may appear more important 
to the worker than the advantages of a new method. Under actual working 
conditions, the reduction in output during the learning period may 
reduce earnings to a point at which it is more profitable to continue the 
old method than to learn a new one. This is particularly true on a job 
that lasts for a relatively short time. Many of our seasonal farm jobs are 
of short duration. 

Certainly new workers who must learn how to do a job should be given 
the benefit of the best work methods that are known or can be developed 
at the time. To train a worker in less effective methods is to deny him 
16 to 25 percent of his potential income—when he works on a piece rate. 
Good instruction also helps the farmer, because it tends to improve the 
quality of products, and reduces wastage of materials, damage to equip- 
ment, and accidents to persons. 


Improving Farmer-Worker Relations 


It is easy to become overenthusiastic on the importance of a work 
method in explaining the differences in output of various persons. 
Observation will bear out that the way a person feels, his attitude 


“- Simplifying Tomato Canning Factory Operations, Purdue Univ., Exp. Sta. Bul. 
, 1948, 
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toward the job or his boss, and the working conditions affecting comfort, 
monotony, and fatigue, along with other personal and environment] 
factors, may be dominant in explaining individual differences in output, 

Very little educational work by the Extension Service has been done 
in helping farmers better understand the basic principles of good worker 
relations. In this connection, as in instruction, there is probably no bette 
set of suggestions than those contained in the training course used ip 
industry on job relations (JRT).’ 

The foundations for good relations brought out in this course, are: 

Let each worker know how he is getting along. 

Give credit when due. 


Tell a worker in advance about changes that will affect him. 
Make best use of each worker’s ability. 


Illustrating the above principles by carefully selected cases from 
farmers’ experiences, and by giving farmers or their foremen an oppor- 
tunity to present labor problems for group discussion and analysis is an 
excellent form of training. 

Examples of some state publications on farm labor relations are: 

Labor Operator Relationships on Indiana Farms, Purdue University Station 

Bulletin 546. 
Farm Labor Management, Michigan State College, FM 359. 


The Farmer and His Help, Oregon State College, Extension Bulletin 683. 
Are You A Good Boss? Cornell Extension Bulletin 646. 


A Program In Labor Management 


Worker training and labor relations constitute the major elements in 
a program of labor management. This is a field of educational work that 
can well be given greater emphasis and special identity in our extension 
programs. As in other lines of work, it should be based on helping 
farmers with their problems. 

There are some four million seasonally hired workers used on farms in 
the United States. Many of them are new workers each year. In conclué- 
ing, it might be helpful to outline some specific items that a farmer needs 
to consider in developing a good program in labor management for 
seasonal workers. Many of these items would apply to other workers. An 
extension program would need to consider the assistance needed by 
farmers and workers concerning these same items. 

A. Organization of Work and Preparation for Workers. 


1. A plan for each day’s work. 
2. Jobs to be done and workers needed. 


* Extension Farm Labor Circular 27, U.S.D.A., May 1945. 
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Duties for each member of the crew. 
. Equipment in good working condition. 
. Safe working conditions on the farm. 
Enough containers and other supplies. 
. Drinking water and toilets in the field. 
B. Supervision and Training of Workers. 
1. Leaders for contacts with workers. 
2. Work leaders who understand their job. 
3. Best use of each worker's ability. 
4. Size and coordination of crews. 
5. Instruction on the job in the best-known methods. 
6. Training materials as aids for instruction. 
C. Farmer-Worker Relations. 
1. Clear understanding of job conditions. 
2. Method of pay to fit conditions. 
3. Work incentives. 
4, Appreciation for work done. 
5. Interest in the worker's welfare. 
D. Living Conditions for Workers. 
. Clean, comfortable, and adequate housing. 
. Meals that fit the worker and the job. 
Acceptance in community activities. 
. Schools, recreation, and shopping facilities. 
. Hospital and medical care. 
. Insurance protection. 
. Transportation to and from work. 


DISCUSSION 


W. A. JENKINS 
Nova Scotia Agricultural College 


‘In reviewing the three papers which have been presented on the subject 
“Labour Efficiency,” I would frst like to commend the speakers on their excellent 
presentation of these papers. I would also like to congratulate those who or- 
ganized the program and had the papers arranged in this order. In a first paper 
we heard the “what to do” phrase of improving labor efficiency. This was given 
a full and complete coverage and provided an excellent background for the 
papers that followed. These other papers dealt with the “how” part of the 
question and made a very fine sequel to the discussion. Thus, with the subject 
broken down into these two phases of “what to do” and “how to do it,” I am 
sure all who listened to the speakers must have gained much helpful in- 
formation. 

In dealing with the first paper, “Improving Labour Efficiency Through Im- 
proved Farm Organization,” we must remember that farm organization is an 
individual problem and it must be done on an individual basis. The proper 
organization of work not only applies to farming, but it also applies to university 
professors and civil servants. Many men in various fields work long and hard 
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and yet do not seem to accomplish very much. Some farmers also work ye 
hard and very long, but I do not believe these are always the most efficient 
operators. 

As specialists in farm management we should constantly keep this subject 
before us. It seems to me we are called upon to prescribe on two main 
of information. These are: (a) recommendation for general farms practice, and 
(b) information of specific problems on individual farms. These, of course 
vary according to geographical position and the type of farming with which 
one is dealing. For instance, in our own case, in recommending general 
farm practices we advocate the use of chemical weed killers, functional build. 
ings, and grassland farming. The saving of labour in chemical weed killin 
is obvious. In functional buildings, animals go to the job instead of the 
farmer taking the job to the animals. In our grassland program we sugges 
changes in organization from a strict rotational type of farming to a complete 
grass cropping system. In this way fields are only ploughed when the sod be. 
comes thin or weedy. Manure is used as a top dressing rather than worked into 
the land. Heavier applications of fertilizer and lime are used, as these are the 
least expensive of the cost items. All these practices tend to make for improved 
labour efficiency. 

In dealing with specific problems on individual farms, we find these range 
all the way from recommending how a barn should be remodeled to laying outa 
complete cropping system. In doing this, it is necessary to obtain full sup 
from all other Departments and particularly from our agricultural engineers, 
animal husbandmen and extension specialists. Wholesome cooperation between 
Departments tends to improve our organization; I believe that the better organi- 
zation we have among ourselves, the better will be the organization on the 
farms on which we work. 

In discussing the second paper, I would like to say that if our North American 
agriculture is going to have greater efficiency in its production, it seems that 
this might well be brought about as a result of a series of concentrated studies 
on individual farm enterprises. 

It is all right to talk about the need for improved labour efficiency in the gen- 
eral farm picture, but if our farmers are going to compete with other indus- 
tries for labour they must first be made to realize the need for increasing their 
efficiency. This can be done in a general way, and one should not dwell on it too 
long before actually showing them how their inefficiency can be improved. This 
must be done in a specific way on the basis of individual farm enterprises. 

In this connection it seems that our work in research has gone far ahead of 
our extension program. I would like to see greater emphasis put on the extension 
phases of work simplification and the dissemination of information that has 
already been gathered among our farmers. A variety of excellent material ha 
been written on the broad subject of labour efficiency. Many studies have been 
completed which show how labour efficiency might be improved on individul 
farm enterprises. Yet our farmers do not seem to be well enough acquainted 
with this information. Thus, a big job of education and extension is yet to be 
done in this field. . 

Also let us not forget the great many gadgets, innovations, and new ideas 
that the farmers think up for themselves. Some of the best labour-saving prac 
tices or devices that we use originated from some of our farmer friends. For that 
reason I always like to see farmers taking a little time off once in a while to 
visit other farmers in another part of the country and exchange ideas with 
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DISCUSSION 


S. HARpDIN 
Purdue University 


This has been a very productive session. Rather than attempt a complete dis- 
cussion of all three papers, I have narrowed my comments to items directly 
or indirectly related to the use of work simplification techniques. 

With respect to Dr. Nesius’ effective case for increased labor utilization re- 
search on farm enterprises, I have these general comments: 

1. While action to improve labor’s productivity is properly taken at the 
enterprise level, the enterprise alone may be too narrow a base on which to 
make major equipment and even work method decisions. This is especially true 
on diversified farms where many enterprises may share in the use of a capital 
item. This fact has caused us to shift part of our labor utilization research from 
an enterprise to a “functional” approach. For example, it may be necessary 
to study the total water needs—the watering function—for the farm business 
to arrive at the optimum system of providing water for the hog enterprise. 

9. It seems to us that work simplification or motion and time study techniques 
are useful for at least two broad purposes. First, they provide (and aid in the 
further development of) principles of effective work. These principles help us 
systematically to develop easiez, more effective and more economical work 

rocesses—often within the framework of existing capital equipment. Teaching 
and use of the principles of effective work may cause the individual to become 
a more effective job analyst in his own right. Second, motion and time study 
techniques of measurement provide the economist with a research tool for 
collection of data which previously appeared unavailable. As Dr. Nesius has 
pointed out, if exact labor and capital inputs can be measured for varying 
combinations of equipment and work processes, rates of capital-labor substitu- 
tion can be computed. It should be pointed out, however, that this task appears 
much simpler on paper than it is in practice. To obtain reliable labor (time) 
standards for certain of these analyses, it may be necessary to set up and take 
measurements on controlled experiments. 

Hence, work simplification provides us with (1) principles and guides, and 
(2) techniques of measurement which are essentially research tools. 

8. It may be dangerous to classify mechanical innovations and work process 
changes together as was done in Dr. Nesius’ second way of improving labor 
efficiency. Admittedly, they are closely related. Before analyzing the extent to 
which capital in the form of machinery and equipment will substitute for 
labor, the job analyst needs to measure the level of efficiency with which labor 
and capital are presently combined, using existing work methods. Further, op- 
portunities for improvement within the framework of existing capital should 
be carefully examined before introducing additional capital inputs. Opportuni- 
ties for improvement in labor utilization at this et go so great that they 
present to the farmer and job analyst a real challenge. Farmers may reject sug- 
gested improvements which require additional capital on the grounds of capital 
rationing. But if substantial economies are possible without further investment, 
a major objection to farmer acceptance is removed. 

Actually, the rates of capital-labor substitution obtained will depend, in part, 
upon the effectiveness with which existing capital and labor, are used. For 
example, the existing method of cleaning a dairy barn was recently studied. 
In the original method, two men Toaded the manure onto a wheelbarrow, 
wheeled it to an outside pile, and later loaded it by hand onto a spreader. One 
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man was idle waiting on the second a substantial portion of the time. A Gutter 
cleaner was suggested. And upon study, it appeared to be an economic 
investment. For every dollar annual use charge on the gutter cleaner, sever] 
hours of labor would be saved. 

But other alternatives to the gutter cleaner were also available. With exiy. 
ing equipment the spreader could be pulled through the barn and the manure 
loaded directly instead of using the wheelbarrow and handling the material tw, 
or three times. Idle time was reduced also. Thus the drive-through method 
was a vast improvement over the wheelbarrow method. And when compared 
to the drive-through method, the gutter cleaner was no longer so desirable 
economically. 

This discussion suggests: (a) do not discount the improvements potentially jn 
work process analysis, (b) go as far in improving effectiveness and efficiency as 
is possible before introducing substantial additional capital inputs, and (c) us 
the improved work processes as a base for computing capital-labor substition 
ratios when testing the feasibility of additional capital inputs. 

4, The importance of the first area of needed research outlined by D;, 
Nesius should not be overlooked. Particularly do we need to know the marginal 
value productivities of certain operations performed on individual enterprises 
Work simplification techniques provide us with one method of determining the 
economic contribution of certain farm practices. 

Dr. Johnston frequently referred to “the ability of the farm operator to con. 
vert inputs into returns” and to the “level of management available.” Pre. 
sumably, management consists of making decisions, of doing or of not doing 
something. If so, action taken or not taken can be iuatal And the conse- 
quences of this action should be measurable. If they are measurable, we should 
be able to determine why some farmers “get 70 bushels of corn from the same 
agents of production which are used by others to produce 50 bushels.” Some 
of the reasons for differences among individuals in their ability to convert inputs 
into returns'lie in the area of farm practices. 

Research in farm practices is difficult at best. Association and correlation 
analyses relating practices to earnings have been inconclusive. Research to date 
suggests that certain traditional practices are probably unnecessary. Certain 
practices ostensibly for sanitation or quality requirements in fluid milk area 
case in point. We may have to set up some controlled experiments to get the 
answers, as is now being done in the St. Louis milkshed. Whatever it takes, 
we need to find out which among our farm practices result in little or no 
actual increase in quantity or quality of output. 

In connection with both Dr. Nesius’ and Mr. Vaughan’s papers, one further 
factor influencing labor’s productivity was conspicuous by its absence. I refer 
to the incentives offered the worker. The operator, whether he rents or ow1s 
his farm, presumably has the ultimate in incentive programs. His earnings 
within limits, are what he makes them. How about the hired worker? What 
motivates him to accomplish something rather than just put in his time? Im 
not suggesting a speed-up. But the relationship between productivity and ean- 
ings varies widely among individual farm ras ey A relatively small proportion 
of our farm work is adaptable to piecework methods of payment. Bonuses and 
share-of-earning incentives have not worked too’ well in agriculture. Yet i 
a worker is economically rational, presumably there is some way to motivate 
him to greater accomplishment, to improve his will to work. Maybe he is not 
motivated primarily by economic incentives. Perhaps this is an area in which 
psychologists and economists can join forces in some future investigations. 
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FARM MANAGEMENT RESEARCH 
Chairman: W. V. Longley, Department of Agriculture, Nova Scotia 


EVALUATING THE EFFECT OF A CHANGE IN A FARM 
MANAGEMENT PRACTICE: MOW-CURING HAY® 


RoBERT M. CARTER 
University of Vermont 


HE problems of estimating the economic importance of a change 
Tor policy, of a method of behavior, or of a new item of farm equip- 
ment are constantly plaguing the program administrator, the farm 
management specialist, and the farmer himself. The basis of many de- 
cisions is oftentimes the hearsay, beliefs, and conflicts which have arisen 
out of a few personal experiences of the individuals concerned. Such 
individuals would be more than human were they to exclude all personal 
interest or bias, or even to weigh impartially the various conflicting ends. 

While the research worker is not without taint, he is probably in a 
better position to carry out the empirical research necessary for accumu- 
lation of evidence than are workers charged with the extension or 
utilization of his findings. It is up to him, in planning his research and 
carrying it forward to completion, to be sure that laws of scientific 
objectivity are followed. 

A problem which confronts us in Vermont, and which has been drawn 
into this paper to illustrate the relationship of theoretical to applied 
economics, stems from a life situation. It seeks an answer to the question: 
What are the relative advantages of field-dried as compared with mow- 
cured hay? Public utility companies advocate mow-curing, since it pro- 
motes sales of equipment and consumption of electricity. Agricultural 
engineers have prepared plans for the construction of mow-curing 
systems, as well as brochures advocating their use. Agronomists are en- 
thusiastic about mow-curing as a means of harvesting hay at the optimum 
time, with less danger of damage to the crop as a result of bad weather 
conditions. And the dairy production research worker has reported on the 
nutritive value of roughage handled in this manner. It is now the job 
of the agricultural economist to draw together theories and research 
findings and define the problem in terms of the uncertainty which exists 
in the minds of some individuals or groups concerning the economics of 
the practice. In other words, he should be able to make some statement 


. * Printed by permission of the Vermont Agricultural Station; Journal Series Paper 
0. 17. 
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-_ the effect of feeding mow-cured hay upon the cost of producing 
milk. 

Any other problem of a similar type might be substituted in the place 
of the mow-curing example. Rates of fertilizer application for specific 
soils and crops, use of milk tank-pickup trucks at the farm, woodlot 
management, and barn renovation are but a few of the many areas ip 
which we lack knowledge of the economic effect of change. The mere 
fact that a new practice has a novelty which seems progressive does not 
necessarily mean that it is any closer to an ideal than are established 
procedures which may now be regarded as old-fashioned. 

The economics of the firm sets up the production and profit models 
which guide our acceptance or rejection of the original hypothesis. The 
results attained by farmers who make changes in their farm management 
pattern should be presented, along with the comparable results attained 
by the farmers who continue in their customary pattern. In this way 
farmers contemplating a change may appraise, in advance, the proba. 
bility of more closely approaching their goal, whether it be in terms of 
greater total production, lower unit costs, or increased profits. 

In order to make such appraisals, information is needed about physical 
input-output relationships and costs, for at least two alternative situa- 
tions. One group, which might be thought of as a “control” group, would 
continue their current practices; while the other group, which might be 
thought of as “experimental,” would institute new methods. In ou 
example the control group was made up of farmers who had fed field- 
dried hay to the cows in the past, and who continued to do so during the 
two years of the study; the experimental group was made up of farmers 
who changed over to the feeding of mow-cured hay in the second year. All 
farmers under study were members of Dairy Herd Improvement Associa- 
tions, with the consequent advantage of relatively accurate input-output 
records. The sample group was restricted in size because of the small 
number of farmers in the state who were contemplating installing this 
type of equipment in 1949. Only 33 farmers could be located who not 
only had this intention, but who were also members of Dairy Herd 
Improvement Association groups. The efficiency of this small sample was 
improved by pairing each experimental farm with a control farm on the 
basis of two measurable variables, production per cow and cows per farm. 

The pairing process removes much of the variability characteristic of 
farm management data, and makes it possible to obtain more definite 
information. Differences which might not appear significant for unpaired 
data prove of importance when variation within treatments is reduced. 
While the sample was relatively small, it was well adapted to the statisti 
cal treatments planned, which included use of tests of significance and 
analysis of variance whenever such procedures seemed justified. 
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On the basis of attributes, all 66 records came from Vermont dairy 
farmers processing wholesale milk which met standards set up for the 
Boston market. All fed varying quantities of hay, grain, and silage. All 
prices were paid or received within one marketing area in the same year. 
Tests were run to search out lack of homogeneity among operators in 
terms of length of farming in the area and of distribution of purebred as 
compared to grade herds (Table I). 


Taste I. RELATIONSHIP OF OWNERSHIP OF PurE Brep Herps anp or STAY 
AREA TO Use or Mow-Curine EquipMENT 


Hay Treatment 


Comparison 
Control Experimental Conclusion (X?) 
Number of farmers 
Newcomers 22 11 Not significant 
Old timers 11 22 Not significant 
Purebred herds 12 21 Not significant 
Grade herds 15 18 Not significant 


Not only were these differences found insignificant, but there appeared 
to be no tendency for men installing mow-curing systems to have pure- 
bred herds, or to be newcomers to the area. The farms included in this 
study were well above the average for the state in milk production, with 
an average of 7,850 pounds of four percent milk per cow. The state 
average was about 5,600 pounds, and the Dairy Herd Improvement 
Association average in 1948 was 7,642 pounds. In short, conditions for the 
control and the experimental groups were well above the average for 
Vermont farms, but among themselves they were fairly homogeneous. 

The accumulation of data followed the usual routine. Each farm was 
visited at 12-month intervals; and records of milk output, feed inputs, 
and costs were secured. Barns were examined, and in the case of the 
experimental group the physical construction of the mow-curing equip- 
ment was measured and costs obtained. In the second year of the study, 
meters were installed on mow-curer motors to learn electrical energy 
consumption as well as actual operation costs. 

The data secured were processed in the Station’s office in much the 
same manner as are any other cost-of-production records. Each farm 
was considered an independent sample and used as a unit. From the 
data collected, information about construction and operating costs of 
the mow-curing equipment units was extracted and was published as a 
Station pamphlet (Vermont Pamphlet No. 20). 

The main factors used in this analysis of the economic effect of mow- 
curing hay include the following: production of four percent milk per 
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cow’; pounds of barn fed hay, grain, and silage per cow and per hundred. 
weight of milk produced; total net cost per hundredweight to produce 
milk; costs of barn feed units per hundredweight; and the margin of 
sales over production costs on a per cow basis. 

A description of the treatment of the data discussed above and the 
interpretation given the findings are summarized in the tables which 
follow. Scrutiny of the publications of other research workers concerne 
with the same problem, as well as of the techniques used in simila; 
studies, necessarily took place. None of the reports found of mow-curin 
investigations took into account the cost-of-milk production factor. Study 
of allied materials on the behavior of dairy cows in response to varying 
quantities of feed inputs helped greatly in interpreting results, as well as 
in the formulation of statistical trials and procedures. For example, in 
United States Department of Agriculture Technical Bulletin 815, Input 
Output Relationships in Milk Production, the response of milk production 
to increased feeding was so described that the existence of a joint 
relationship between various feed inputs seems certain. If the problem 
had warranted the effort, the index of joint correlation would probably 
have been higher than was the multiple correlation coefficient. Likewise, 
the interserial relationship of these same feed input variables was pointed 
out by the statement (well-known to every farmer) that when a cow is 
fed more of one type of feed she will consume less of another. If ow 
problem had been that of prediction of production response to feed, and 
if control groups had not been available, these two conclusions might 
have made our study appear hopeless. 

It was assumed in this experiment that the two groups would be 
affected alike by the same limitations; therefore, our concern was reduced 
to estimation of significance of differences and of extent of change. An 
understatement of the extent of the relationship between the factor under 
study and the dependent variables affected by it probably holds for both 
control and experimental groups. 

Before attempting a careful analysis of the data, two tables were 
prepared. The first showed that the average change in milk production 
which came about on farms where mow-curing equipment had been 
installed was 425 pounds of milk per cow (Table II). The second com- 
pared the grain, hay, and silage inputs of the two groups. Slightly les 
grain was being fed the experimental group, but hay and silage feeding 
rates were higher. Only the difference in silage feeding rates approached 
a significant level (Table III). 

Five steps were taken in this attempt to evaluate the effect of a change 
in one factor (treatment given hay) upon other factors looked upon 4 


* Milk standardized by use of the Gaine’s Formula. 
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more or less dependent (milk production per cow, production costs per 
hundredweight of milk, and net income per cow). While many other types 
of analysis might have been used, these five involved a great deal of 
work, and the results corroborated one another sufficiently so that the 
other types of investigation which had been visualized were not used. 


Tasie IJ. Tae Errect or Feepine Mow-Curep Hay on Propuction per Cow 


Condition Control Experimental 
: : Pounds of 4 % milk per cow 
Before introducing mow-curing equipment 7,834 7,871 
After introducing mow-curing among the 
experimental group 8,338 8,763 


Taste III. Comparison Between Use or Mow-Curep Freip-Driep Hay as 
SHown By AVERAGE INPUTS OF GRAIN, Hay, AND SILAGE PER HUNDREDWEIGHT 
or Four Percent MILK 


Pounds of inputs per hundredweight 


Inputs of 4 % milk produced 

Control Experimental 
Grain $1.4 30.4 
Hay 44.8 48.3 
Silage 42.6 50.3 


The respective stages in this study were: 

1, Independent scrutiny of all averages and associated statistics which 
might be used in this study or contribute toward an understanding of the 
problem. 

2. Comparison of differences between control and experimental groups: 

a. In year before experiment was conducted to learn degree of 
homogeneity existing between groups. 

b. In year of experiment to learn extent and significance of any 
change. 

8. Analysis of variance to learn proportion of variability due to differ- 
ence in treatment of factor under study. 

4. Scrutiny of the advantage gained in prediction by including (as 
compared with omitting) the factor under study in a rationally conceived 
multiple correlation. 

5. Computation of appropriate multiple regression equations, and use 
of them to learn effect of change in variable under study with changes in 
other variables looked upon as dependent. 

Some of the more important of the statistics studied in the first step 
are reproduced in Table IV. The stability of one of the factors used in 
the pairing process, cows per farm, established the homogeneity of the 
sample, between groups and for both years under study. Another of the 
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Tasie IV. Comparison or RELIABILITY OF SELECTED AVERAGES For ConTROL anp 
EXPERIMENTAL Groups FOR YEAR Prior TO AND YEAR OF EXPERIMENT 


Year prior to experiment . 


Year of 


experimen 
Factor Group ae t 
Control Experimental Control Experimental 
Cows per farm 
Average cows 29.3 30.1 30.2 30.1 
Confidence limits 25 .0-33 .6 25 .6-34.6 25 .5-34.9 25 .5-34.7 
Standard deviation 12.1 12.4 13.0 12.8 
Coefficient of variability 0.41 0.41 0.43 0.42 
Milk production per cow 
Average pounds 7,834 7,871 8,338 8,763 
Confidence limits 7,319-8 ,349 7,304-8,438 7,719-8 ,957 8,117-9,409 
Standard deviation 1,430 1,573 1,717 1,798 
Coefficient of variability 0.18 0.20 0.21 0.20 
Net cost to produce per cwt. 
Average dollars 4.02 4.38 3.79 4,29 
Confidence limits 3.78--4.26 4.07-4.69 3.50-4.08  3.93-4.5] 
Standard deviation 0.69 0.84 0.81 0.77 
Coefficient of variability 0.17 0.19 0.21 0.18 
Price received per cwt. 
Average dollars 5.90 6.00 5.51 5.61 
Confidence limits 5 .82-5.98 5.90-6.10 5.43-5 .59 5.51-5.71 
Standard deviation 0.24 0.26 0.24 0.26 
Coefficient of variability 0.04 0.04 0.04 0.05 
Net income per cow 
Average dollars 148. 131. 147. 124, 
Confidence limits 128-168 103-159 119-161 98-150 
Standard deviation 57. wT. 80. 73. 
Coefficient of variability 0.38 0.59 0.54 0.59 
Grain fed per cow 
Average hundredweight 24.8 24.7 25.6 27.0 
Confidence limits 22 21.9-38.6 23 .4-27 .8 24 .0-80.0 
Standard deviation 7.4 7.9 6.0 8.4 
Coefficient of variability 0.29 0.32 0.23 0.31 
Hay fed per cow 
Average hundredweight 39.4 43.1 37.3 42.4 
Confidence limits 35 .4-43 . 4 38 .7-47.5 31.7-42.9 37 .6-47.2 
Standard deviation 11.2 12.1 15.7 13.2 
Coefficient of variability 0.28 0.28 0.42 0.31 
Silage fed per cow 
Average hundredweight 26.9 37.7 33.5 43.4 
Confidence limits 19.1-34.7 29 .3-46.1 26 .1-40.9 32 .8-54.0 
Standard deviation 21.7 23.4 20.6 29.4 
Coefficient of variability 0.81 0.62 0.61 0.68 


sorting factors, milk production per cow, is shown with comparable sta- 
tistics for the year prior to a change in practice by the experimental 
group, but with an increase in production by both groups the following 
year and a much greater increase in milk production among the herds 
which were subject to the experiment. 

Comparison of other factors in the same manner served as preparation 
for further study and gave advance indication of changes which might 
later be shown as significant. Some factors, of course, were immediately 
eliminated in Step 1, as undeserving of further attention. The difference 
in the price received per hundredweight of milk, for example, due to zone 


differentials, was neglected beyond this point. 
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The second step of the analysis was broken down into two parts. In the 
first part, the differences between paired observations for the control and 
experimental groups were tested for significance in the year prior to the 
experiment. As might be expected in samples matched for uniformity, 
there was evidence of homogeneity among nearly all factors (Table V). 
The main exceptions, a notable difference in net cost of producing milk, 


Taste V. COMPARISON OF SIGNIFICANCE OF ParrED DirFERENCES BETWEEN AVERAGES 
or CoNTROL AND EXPERIMENTAL Farms ror SELECTED Factors ror YEAR PRIoR 
TO AND YEAR OF EXPERIMENT 


Year prior to the experiment Year of the experiment 
Factor Calculated Calculated 
Difference value of “t” Difference value of “‘t” 
Cows per farm 0.8 0.96 0.1 0.06 
Production per cow 36 0.22 425 1.64¢° 
Net cost to produce 0.4 2.028 0.4 2.684 
Price received per cwt. 0.1 1.85> 0.1 1.85> 
Net income per cow 17. 1.30 23. 1.44 
Grain fed per cow 0.1 0.03 2.0 0.85 
Hay fed per cow 3.7 1.21 5.1 1.99" 
Silage per cow 10.8 2.03 0.9 1.40 
* 05% level. b 07% level. © 10% level. 4 01% level. 


in price received, and in silage fed per cow, helped explain otherwise 
confusing results discovered further along in the analysis. 

It was expected that differences would be greater in the year when the 
factor under study was treated by the experimental group in a way differ- 
ent from that used by the control group. One dependent and one inde- 
pendent factor stood out as decidedly different in the year of the 
experiment: production per cow and quantity of hay fed per cow. The 
other important input factors, silage and grain feeding per cow, were 
not pointed up as noticeably different. 

From the study of differences, the 425 pounds per cow difference in 
milk production among cows fed mow-cured hay, as compared with 
those receiving field-dried hay, suggested an advantage for that type of 
treatment. On the other hand, these same herds were fed 515 pounds 
more hay per cow; therefore, the question was further confused by a 
change in the size of this input. 

This led to the third stage of the study—the analysis of variance 
method of separating the variability which occurred among the matched 
pairs of herds from that which was attributable to treatment (Table VI). 
Apparently production per cow was significantly greater among herds 
which were fed more mow-cured hay. This was also true of barn feed 
costs, which increased materially with the introduction of mow-cured 
hay, since it required extra handling and expensive treatment. 
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Tasie VI. ANAtysis oF VARIANCE TO LEARN ProporTION oF D1FFERENCE Betweerx 
AVERAGES For SELECTED Factors DUE TO DirFERENCE IN TREATMENT Given Hay 


Variance ratio (calculated value of F) 
Factor 

Among pairs Between treatment; 
Production per cow 1.24 3.24> 
Net cost to produce 1.00 0.25 
Barn feed cost 1.41 7.67" 
Grain fed per cow 1.53 1.33 
Hay fed per cow 1.02 0.11 
Silage fed per cow 0.74 0.12 


* Significant at about 1% level. 
» Significant at about 8% level. 


It might be worth-while at this point to emphasize once again the 
importance of paired technique. The pairing process, applied to fam 
management data, ordinarily does not remove as much as one half the 
variation within treatments. In Table VII, it will be seen that over one 
half the variability was removed when the effect of mow-curing was 
related to milk production. This, in itself, is a good criterion of how 
good a pairing job was done. 


Tass VII. Summary or CompuTaTION DEVELOPED IN StTuDY OF PROPORTION OF 
VARIABILITY IN PRODUCTION DUE TO DIFFERENCES IN TREATMENT GIVEN Hay 
[For control group (production in prior year)—(production in year of experiment)—(For 
experimental group (production in prior year)—(production in year of experiment)] 


Sum of squared Degrees of 


Source of variation Mean square F 
Among 88 pairs 30,303,358 32 946,980 1.% 
Between 2 treatments 2,479,710 1 2,479,710 3.24 
Discrepance 24,515,320 32 766 , 103 Basis of 
comparison 
Total 57,298,391 65 


* Significant at the 7% level. 


As we are concerned with our ability to predict the influence of a 
change in a practice on physical output, and from there, through sales 
along to the economic returns to the farmer, it seemed well to set up 
test by means of multiple regression techniques. A reasonable formuls, 
in this case, and one generally accepted, is that milk production is at 
least partially dependent upon the amounts of hay, grain, and silage fed 
a cow. This might be expressed as E = a + Byi.23X1 + Byo.asXe + Bys.12Xs 
In the process of solving the regressions coefficients, the gross correlations 
of milk production with amounts of grain, hay, and silage were found 
(Table VIII). From these, the multiple correlations of milk production 
with grain, hay, and silage fed were developed. It may be seen that while 
the pooled correlation coefficients are significant, this is only true of the 
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gross correlations and standard regressions of milk production on grain. 
Since the value Ry.12s is but a little higher than 1,,, for both control and 
experimental groups, we have little statistical evidence that the prediction 
of milk production from grain feeding is improved through the addition 
of other variables, such as quantities of hay or silage fed. 


Tasie VIII. Comparison OF CORRELATION AND STANDARD REGRESSION COEFFICIENTS 
or MitkK Propuction ON SELECTED Input Factors ror CONTROL AND 
EXPERIMENTAL Groups IN YEAR OF EXPERIMENT 


Correlation of Y on X’s Standard regressions of Y onX’s 


Milk production Y . 
Control Experimental Control Experimental 
Grain (X:) 0.5747 0.7679" 0.5354 0.'7410* 
Hay (Xe) 0.1908 0.2664 0.1745 0.0457 
Silage (Xs) 0.2351 0.1957 0.3040 0.0648 
Multiple correlation Ry.123 0.6423 0.7706* 


* Significant at the 1% level. 


This evidence of the relatively small effect of hay feeding on milk 
production is further substantiated by presenting the relationship of hay 
fed per cow to production in tabular form (Table IX). While subgrouping 
of factors by the tabular method, especially with a small sample, fails to 
hold constant the effects of independent variables, correlation analysis 
indicates the net effect equally well, whether or not interserial relation- 
ships are present. As increased amounts of hay are fed per cow, with 
grain and silage held constant, production is increased very slightly. 
When grain is reduced somewhat, production is curtailed, and very 
little of the loss is regained by increased feeding of hay. There is no 
indication of any added value in mow-cured as compared with field-dried 
hay in this final check. 


Taste Tue Revationsure or Hay TREATMENT TO Propvuction Cow 
WITH QUANTITIES OF SILAGE HELD ConsTANT AND GRAIN FeEp at Two LEVELS. 
(Based on regression equation E=a+By1.23X1+By2.13%2+ Bys.12X3) 


Production per cow 


Pounds of h All cows fed 2610 pounds grain— _Alll cows fed 2000 pounds grain— 

fed per a 3900 pounds of silage $900 pounds of silage 

Control Experimental Centro! Experimental 

(Field-dried) (Mow-cured) (Field-dried) (Mow-cured) 
3,000 8,289 8,569 7,351 7,644 
3,500 8,449 8,603 7,552 7,678 
3,990" 8,606 8,637 7,669 7,712 
4,500 8,770 8,672 7,833 7,746 


* Average relationships. 
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Conclusions in regard to the effect of changing the method of treatin 
hay, among farmer members of Dairy Herd Improvement Associatiog, 
(with weather conditions which existed in Vermont in the summer ¢ 
1949), are summarized in the last sentences of the preceding paragraph 
With no appreciable difference in the price received per hundredvweigty 
of milk sold, and with roughage costs for mow-cured hay substantial 
above those for field-dried hay, the dairy farmers who install the newe 
curing systems are at a disadvantage. The advantage of a greater pn 
duction per cow, which apparently is not attributable to hay treatment 
is considerably less than the disadvantage of additional costs; since no 
only are unit costs higher but net return per cow milked is less. 

This analysis does not tell of the value of a mow-curer in years of 
adverse weather conditions. The hay dried in the field in the year of the 
experiment must have been superior to that of a prior year; since with 
fewer inputs, production on the control farms was increased. The problen 
deserves further study over several years, but with duplication of th 
techniques employed. 
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GETTING RESEARCH DATA BY GROUP CONFERENCE 


S. A. ENGENE 
University of Minnesota 


NE serious problem in research is to obtain useful, reliable ideas 

and data at a reasonable cost. In farm management research, we 
have used several methods. The most common have been the survey or 
personal interview, records kept by farmers, and secondary data such as 
the census and experimental work done by workers in other fields. We 
must add to this the direct observations and experiences of the research 
workers. We might profitably make use of group interviews or conferences 
as an additional method. I would like to evaluate this method on the 
basis of our experience during the last two years. 

We used this method in a study of farm readjustments in the Red 
River Valley of Minnesota. This is predominantly a cash grain area. 
Many people in the area ask, “Should the farmers continue with cash 
grains, or should they increase livestock production?” “What is the most 
profitable crop and livestock pattern?” These questions set one of the 
important objectives of our research. 

We had done little farm management research in this area during the 
past 20 years. It is in a far corner of the state, so we do not visit it very 
often. Farming techniques in the area have been changing rapidly. A 
second objective of our research, therefore, was to improve our knowledge 
of the practices and problems of the area. This would improve our 
teaching and help to guide later research. 

In attacking the first objective—finding profitable crop and livestock 
organizations—one possible approach was to evaluate a series of organiza- 
tions by budgeting. This would provide a framework of general con- 
clusions to serve as a guide for more detailed research. However, we 
lacked many of the facts needed for construction of the budgets. In our 
planning, we considered a field survey to obtain this information. An 
alternative suggestion was to bring together groups of farmers, letting 
them suggest alternative organizations and provide the necessary esti- 
mates for the budgets. Since this procedure looked promising, it was 


adopted. 
Description of Procedure 


The first step was to call a meeting of farmers in each of the six 
counties involved. The county extension agent invited from 15 to 20 


_ farmers, scattered over the county. We drew the group into a discussion 


of trends and problems in the area. No fixed pattern of discussion was 
used; rather, we followed any leads that seemed profitable. Our primary 
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objective was to become familiar with the area, to get our feet on the 
ground. These meetings also helped to break the ground for the following 
meetings. 

The second step was to hold meetings for preparation of the budgets 
Each county was divided into two areas—the heavy, clay soils and the 
light, sandy soils. For each area the county agent invited a group of 
farmers, aiming to get from five to 10 in attendance. We asked him to get 
farmers who were (1) experienced, (2) shrewdly observant and analytical, 
and (3) able and willing to express themselves in a group. In so far as 
possible, all farmers in a given group represented the same size of farm, 
Meetings were held with 11 different groups. About 125 different indi. 
viduals participated. 

The organization of the discussion at these meetings as we developed 
it through experience was as follows: A few minutes were spent in 
explaining the purpose of our research and of the meeting, and in selling 
them on the value of participation. We then asked them to develop the 
answers to these questions: (1) If you are interested in maintaining or 
improving the productivity of your soils, what rotations would you sug. 
gest? For the time being, ignore the profitability of these rotations. 
(2) On the basis of the average yields of crops in this county for the past 
10 years, what yields would you expect for each of the crops in each of 
the various positions in the rotation? (3) If you followed each of these 
rotations for 20 years, what would happen to yields? This discussion took 
about two hours, which was enough for one day. They were then invited 
to a second meeting. 

After the first meeting, we summarized our notes. Our outline at the 
second meeting was generally this: (1) We presented the summary of 
the first discussion and asked them to make any corrections they con- 
sidered desirable. (2) We reviewed the total production of the different 
rotations, in physical and in financial terms. (3) The group discussed the 
possibilities for adding livestock with those rotations which included hay 
or pasture crops. These discussions were not entirely satisfactory because 
the farmers were unable to give reliable estimates of livestock production 
and feed consumption. We had to use data adopted from studies in other 
parts of the state. (4) The farmers named the kinds, sizes, probable cost, 
and probable life of the machines needed for a farm of some specified 
size. (5) They listed the typical operations, time required for each oper: 
tion, and cash outlays for each crop. 

We did not complete the budgets at the meetings. We found that the 
other information gained from the group discussion was more valuable 
than the details of completion of the budgets. 

At no meeting did we give any results obtained at other meetings. 
Each group reached its decisions independently. After completion of 
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these meetings, we summarized all of the results, showing how each 
group compared or contrasted with the others. Copies of these summaries 
were sent to all participants; then they were again called together to 
review their previous suggestions. Some changes were made, but this 
series of meetings contributed little to our information. 


Summary of Results 


Now, what results did we get? (1) We collected suggestions as to 
rotations. Most of these could have been developed without the meetings. 
The discussions, however, brought out a large number of ideas as to 
practices or difficulties connected with the rotations. 

(2) The farmers gave estimates of yields for the different positions in 
the rotation. They gave estimates of differences between rotations, and of 
trends over time with each of the more important rotations. We obtained 
more detail on yields than I have seen in any other place. As an example, 
the two most common rotations, with estimated yields for the first cycle, 
were: 


Rotation I Rotation II 
First year Wheat 23 bu. Wheat 26 bu. 
Second year Barley 28 bu. Barley 33 bu. 
Third year Wheat 15 bu. Wheat 18 bu. 
Fourth year Summer fallow Alfalfa 1.7 tons 
Fifth year None Summer fallow 


The manner in which the farmers developed these estimates gave con- 
siderable confidence in their reliability. The estimates of the different 
groups were remarkably uniform. We also discussed these estimates with 
the soils men and agronomists of the experiment stations of Minnesota 
and North Dakota. Although individuals disagreed, the consensus of 
opinion supported the farmers’ estimates. 

From these estimates we have been able to construct production 
curves for a given area of land, using varying proportions of grains and 
forages. This has provided empirical data for the curves presented by 
Heady in the November 1948 issue of this Journal. 

(3) The farmers gave estimates of input and output data for crops. 
These were adjusted to estimates of needs for the future. The farmers 
were unable to give satisfactory data for livestock; they do not have 
figures of that type readily available. 

We have had an opportunity to check these data in another way. 
Last fall, a year after the other work was done, we made a survey in the 
same area, visiting a random sample of farmers. We included questions 
covering many of the same items obtained in the group conferences, such 
as yields at various positions in a rotation, operations performed on crops, 
and performance rates for different field operations. 
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For wheat following summer fallow, the groups estimated a yield of 
23 bushels per acre, the farmers in the survey said 23.5 bushels, Fo, 
barley the following year the group said 28 bushels, the farmers surveyed 
said 30.4 bushels. The groups said wheat yields would drop eight 
bushels from the first year after summer fallow to the third year; the 
average for the few farmers in the survey who gave this information was 
7.2 bushels. The other information checked about equally as well. The 
group meetings, however, provided data for a much wider range of 
conditions than did the surveys. 


Evaluation of the Procedure 


This gives a brief outline of the methods used. An evaluation may be 
helpful to anyone considering the use of this method. This evaluation is 
based upon one project, with a few other limited experiences at earlier 
dates. It must, therefore, be considered as suggestive rather than con. 
clusive. Here are some of our conclusions: 

(1) The Group Conference Method is a stimulus to thinking and to 
developing new ideas. These farmers tried to develop a balanced judg. 
ment of the problem and to expand upon new ideas much mor 
aggressively than in an individual interview. I believe we developed 
our own thinking more effectively than we could have done by use of ow 
other customary research techniques. This stimulus to thinking is 
especially important in the early stages of a research project, when the 
expansion of new ideas is more important than exact measurement. 

(2) This method can be useful for problems for which any one farmers 
observations are incomplete. For example, these farmers had had only 
limited experience with alfalfa. Most of them were not willing to formv- 
late judgments on the basis of their own experience alone. By describing 
their own observations and weighing them against those of the other men 
present, they were able and willing to form judgments. 

(3) This procedure can be valuable for problems which involve formv- 
lation of judgments concerning complex issues. In this case, we may be 
interested in getting the judgments of shrewd, but not necessarily typical 
or average, men. 

(4) The group conference is not effective for obtaining detailed infor 
mation. It might be possible to obtain a limited amount of such informa 
tion by asking each participant to fill in a questionnaire. It would not be 
suitable if an accurate estimate of some characteristic of an area were 
wanted. For example, the judgments of the groups as to trends in acreages 
of crops or numbers of livestock did not check with statistical data 
available. 

(5) This method is probably usable principally for problems in which 


the farmers are interested and for which they can see some use. Some § 


ex 
ab 
co. 
of 
be 
wl 
if 
a 
0 
T 
al 
ne 
cc 
fo 
fo 
J 
re 
i 
di 
ti 
0! 
fa 
te 
P 
fc 
P 


GettTiInGc RESEARCH DaTA By Group CONFERENCE 851 


exceptional leaders, however, may be able to stimulate interest in some 
abstract situations, and may be able to draw forth the necessary 
concentration. 

(6) It is unlikely that this procedure can be used to obtain information 
of a personal nature. 

(7) Biases may occur unless the method is used with care. Results can 
be obtained only if the participants will express themselves, and a farmer 
who will express his ideas in a group is not a typical farmer in all respects. 
Occasionally one individual will dominate the group. The group may also 
merely repeat ideas they have received from another source. For example, 
ifa county agent calls the meeting, the group will be hesitant to express 
an opinion contrary to that which may have been expressed by the agent 
on other occasions. 

(8) These meetings give the farmers a feeling of accomplishment. 
They feel that they have made a contribution to the research work. They 
also feel that they gained some valuable ideas by discussions with their 
neighbors. 

(9) The meetings combine effective extension work with research. The 
county agents generally were satisfied that their time was well spent. 
The participating farmers gained directly. They now constitute an in- 
formed, sympathetic nucleus around which to organize extension work 
for the dissemination of the results of the research project. 

(10) The costs may be less with this method than with alternative 
procedures, although our experiences do not give an adequate basis for 
judgment. It would be possible to hold two two-hour sessions a day, 
with five to 10 people at each, or a total of 12 to 15 people a day. Two 
research workers usually would be needed for these meetings. In a project 
involving farm visits, they could visit from six to 12 people in a day, 
depending upon the type of schedule used. The total amount of informa- 
tion gathered might be greater than in the meetings, although the value 
of that information may be less. Travel costs would be higher for the 
farm visits, 


Suggestions as to Techniques 


As a final step in reporting on this procedure, some suggestions as to 
techniques may be valuable. 

(1) The participants probably should be selected and invited by a 
person who knows them well, and who has won their confidence. 

(2) They must be selected carefully. Our experience shows that the 
following characteristics are important: (a) They must have had ex- 
perience with the problem being considered. This stipulation, however, 
may tend to involve a disproportionately large number of older people, 
with the final conclusions reflecting their attitudes. It may also reflect the 
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biases of the person making the selection. (b) They must be kee, 
observers and good analysts. (c) They must be willing and able to express 
themselves in a group, and yet not be unduly swayed by the Opinions of 
others. 

(3) From five to 10 participants are desirable. If the group is small, the 
judgments are likely to be made by one person. With more than 10 per: 
sons, it is impossible to give each one an opportunity to express himself 
fully and it is hard to keep the discussion on the beam. 

(4) Two workers make a good team. One will lead the discussion; the 
other will serve as secretary. In order to get results, the leader must ly 
skillful in leading group discussion. He must be able to define Clearly 
the problem to be discussed. He must be able to stimulate the participants 
to do most of the talking, and yet be able to hold them to the subject. 

(5) From 90 minutes to two hours is probably the most effective length 
of these meetings. The group is likely to be tired at the end of that time 
unless the leader adopts that delightful Scandinavian custom of servin 
a cup of coffee during the session. Two groups can be handled in a day, 
or one group can meet for two separate sessions. In some cases, it may 
be desirable to meet with only one group a day, and make some fam 
visits during the rest of the time. 

We have been very well satisfied with our results. We expect to ux 
this procedure again whenever it is suitable. If others who have used « 
will use it will report their experiences, further improvements can be 
made. 


DISCUSSION 


S. C. Hupson 
Department of Agriculture, Canada 


Mr. Carter’s approach to the evaluation of a change in farm managemett 
practice, using mow-curing hay for purposes of illustration, is of particular 
interest to me, since I have just been concerned with plans for a study of the 
economics of the production of alternative feed crops in Quebec, with pa- 
ticular reference to grass and forage crops. Mr. Carter recognizes the problem 
of joint relationships in farm management data in his application of statistic 
analysis. While he has dealt with some factors in detail, there are a number 0 
others which might have some significant effect on the relative feeding valu 
of hay cured under these two methods. These include the type of hay mixtur, 
stage of maturity at harvesting, and the weather conditions. Since the resuls 
cover only one year’s study, it would seem that weather conditions would k 
a very significant factor. 

While I feel that this type of statistical analysis has some very definite limite 
tions in connection with farm management studies, my main criticism of M. 
Carter’s paper would be levelled at the choice of problem which he is attempt 
ing to study on the basis of farm records. His problem is essentially that of deter 


mining the relative feeding value of mow-cured vs. field-cured hay. I believ 
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that this problem cannot be studied adequately by the agricultural economist 
lone. It requires controlled laboratory experiments, including chemical analy- 
ses and feeding tests, and should be carried out with the cooperative efforts of 
the field husbandman, the animal nutritionist, the agricultural engineer, and 
the agricultural economist. This is only one of many projects in which I would 
Jead for the research team approach. 

Dr. McFarlane has described the method which he has used in his study 
of dairy farms in the Montreal milkshed.* This project, as Dr. McFarlane has 
said, is based on the application of Dr. Wheeler’s budgetary analysis technique 
as used in the New England Dairy Study to an adjacent area in the Province 
of Quebec. We in Canada shall be very much interested in seeing the published 
results of Dr. McFarlane’s study, which is the first use of this approach in farm 
management research in eastern Canada. I feel that the approach is one which 
we can use to very great advantage in connection with some of our farm man- 
agement work. My main comment with respect to the technique employed 
would be concerning the desirability of having more complete information 
on the universe in which the study is made. The survey approach might be used 
to advantage in a new area in order to obtain more complete background data 
on farm organization. 

agree with Dr. McFarlane regarding the possibility of using farm manage- 
ment studies, and this approach in particular, in the solution of some of the 
broader economic problems in agriculture, especially resource allocation. We 
have found the technique very useful in an examination of a proposed a 
project on the South Saskatchewan River in central Saskatchewan, and plan 
to apply it in connection with the establishment of a land-use program for 
the rehabilitated marshlands in Nova Scotia and New Brunswick. 

Dr. Engene has outlined an interesting approach to the collection of research 
data by the use of group conferences. In his appraisal of the method he has 
mentioned its weaknesses as well as its advantages. It would seem that the 
biases which may result from the use of a small hand-selected group of this 
kind and from the influence of some of the stronger personalities present may 
be rather important. I believe that Dr. Engene would agree that this method 
may be most useful in connection with extension work, since direct participation 
would ensure a greater interest in the program. The technique would seem to 
warrant further use in farm management work. 


DISCUSSION 


H. B. JAMEs 
North Carolina State College 


I. Evaluating Effect of Change in Farm Management Practice 


It appears that the problem of evaluating the effects of mow-curing hay has 
been made more complex than necessary by the incorporation of irrelevant 
variables into the analysis. As outlined on page 839, “The main factors in this 
analysis of the economic effect of mow-curing hay include the following: pro- 
duction of four percent milk per cow; pounds of barn fed hay, grain, and sliage 
per cow and per hundredweight of milk produced; total net cost per hundred- 


"Paper withdrawn by author. 
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weight to produce milk; costs of barn feed units per hundredweight; and hy 
margin of sales over production costs on a per cow basis.” 

Is there any reason to expect the mow-curing of hay compared with fie. 
drying to affect the production of milk per cow? If so, it must be a result of the 
differences in product or quality of hay. For an analysis of this phase of th 
problem, one probably would gain by working with the chemists and nutrition. 
ists and by using controlled chemical analyses and feeding experiments. Th, 
chemical analyses and feeding experiments would be more effective thy 
the direct comparisons of herds because of the more rigorous control oye; 
variables. 

It appears that the second factor, “pounds of barn fed hay, grain, and silage 
i cow and per hundredweight of milk produced,” is independent, in this prob. 
em, of the hay curing process. If the question is the choice of the most eco. 
nomical process of curing hay, the above factors are irrelevant and merely 
complicate the problem. 

Why include items of cost other than those which differ between the two hay 
curing processes, such as the third and fourth factors, “total net cost pe 
hundredweight to produce milk; and costs of barn feed units per hundred. 
weight”? The same question may be raised with respect to the fifth factor, “the 
margin of sales over production costs on a per cow basis.” Also, there seems 
to be no logical reason for including the price of milk as a variable. 

Before alternative procedures are suggested, several other questions might 
be asked and certain observations might be made. 

(1) Would one expect a difference between curing processes in the quantity 
or quality of output (hay) as a result of weather conditions? If so, are weather 
records available which might be analyzed in order for one to gain insights into 
the probabilities of the occurrence of various weather conditions? 

(2) Are the necessary conditions met in Table IV for the use of the statistical 
computations which are shown? In how many samples would one expect the 
mean of the size of herd to fall between 25.6 and 34.6 cows when samples are 
drawn in the manner described? Were the 33 herds in the experimental group 
: “ew population? What is the meaning of confidence limits for a total popu- 
ation 

(3) In Table IX, were the different classes of farms homogeneous with te- 
spect to pasture and stage in lactation, which are important variables? In this 
type of analysis, the effects of differences in pasture conditions and stage of 
lactation, if such differences exist, may be attributed to differences in the 
methods of curing hay. 

(4) Where differences in the quantity of funds invested occur between two 
different processes, the costs in relation to output are very important. How 
were costs related to scale for the hay curing process? 

(5) It is highly desirable that information be made available before large 
numbers of farmers have changed a practice. Are there means of accelerating 
research that would answer the economic questions with respect to a fam 
management practice rather than await “further study over several years, but 
with duplication of the techniques employed”?? 


The following procedure is suggested as an alternative to that used by Mr. 
Carter: 


* Last paragraph, this study. 


0 
the 
ans 
end 
two 
esta 
reso 
the 
and 
ph 
co 
ne 
ill 
up 
co 

ha 
aid 
th 
sal 

q 
va 

a 
he 
te 

a 
ce 

i 

g 


FarM MANAGEMENT RESEARCH—DISCUSSION 855 


On farms in a particular area, would it be economical for one to substitute 
the mow-cured process for the field-dried process in the production of hay? To 
answer this question, it appears desirable to establish the beginning and the 
end of the process of production in which the inputs would differ between the 
two processes. Once the physical functions between inputs and outputs are 
established for the relevant ranges in output and the relevant ranges in physical 
resources, including weather for each of the two processes, the economics of 
the processes can then be tested for existing and potential price relationships 
and for different farming systems. 

To establish the limits within the total process of hay production where the 
physical inputs and outputs would differ between treatments, one should 
consult the engineer, the agronomist, and the farmers who have adopted the 
new process, if any farmers have already made the change. For purposes of 
illustration, it can be said that the process of production in each case is identical 
up to and including mowing. Therefore, all inputs preceding this operation 
could be omitted in the analysis. In order to establish the second point, one 
must consider whether or not there are differences in quantity and quality of 
hay due to the treatments used. It is here that the economist must seek the 
aid of his fellow workers in chemistry, nutrition, and animal industry. It seems 
that the chemical analyses and controlled feeding tests would yield the neces- 
sary information with respect to quality of hay more accurately and more 
quickly than would direct comparison between farms where numerous relevant 
variables are not controlled. If there is no evidence of differences in quali 
and quantity of hay, the relevant process in our problem would end with the 
hay in storage, where it is ready to be fed, and output would be measured in 
terms of the physical quantity of hay. If there were sufficient evidence of vari- 
ance between treatments in quality of hay, then one could take this into ac- 
count either by measuring the differences in the value of the hay or by measur- 
ing those in the quantity of animal product that would be produced from a 
given quantity of hay from each of the two treatments. 

After establishing the limits within which the relevant comparisons are to be 
made, one is ready to determine the physical inputs by seasons for this portion 
of the production process. If no farmers have adopted the new practice, the 
economist may have to depend largely upon the knowledge he is able to gain 
from his co-workers in engineering and in agronomy. If a few farmers have 
adopted the practice, it would be well to obtain relevant input data from them 
also. If the quality of hay were found to be different between processes because 
of differences in weather damage, this reduction in product may be computed 
from probabilities of loss based on long-run weather data and added to the cost 
of the appropriate process, or it may be considered as a lower output from a 
given quantity of inputs. 

The appropriate factors may be measured mathematically if the number of 
observations is sufficiently large and the population sufficiently homogeneous. 
However, if the observations are few and homogeneity is questionable, the 
simple arithmetic of the budget appears to be more appropriate, especially if 
a large number of items are to be included. 

After the quantities of factors for a relevant range in output for each process 
have been established and the effects of different weather conditions have been 
ascertained, each process may be evaluated for the desired conditions with 
respect to price relationships, size and type of farm, and geographic locality. 
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II. The Group Conference Method 


The Group Conference Method of studying agricultural problems as a basi, 
for searching out and evaluating possible alternatives at various levels of pro. 
gram development and policy illas is not new. Prior to World War II, this 
procedure was first used on a mass scale in connection with the land-use plan. 
ning program of the United States Department of Agriculture. Much the same 
procedure was followed as outlined by Dr. Engene. A similar approach wa; 
used in the development and the execution of the production goal program fo; 
agriculture during the War. The Group Conference Method has been used 
effectivly in the development of long-time agricultural programs in a numbe 
of counties in North Carolina. 

If we approach our research on the premise of a problematic situation that 
must be reduced to the relevant factual situation before solutions can be de. 
veloped and appraised, the nature of the problem would determine the research 
method to be used.? Salter has suggested that “the problems of inquiry arise 
from problems in experience” in which the question posed is “What means, if 
instituted, will produce what consequence?”® 

The Group Conference Method appears to have merit where speed or time 
is more important than objectivity. Its usefulness as a research method js 
limited. One would not expect to get a representative sample of opinions or 
facts by its use. Lack of objectivity may be another weakness. When individuals 
discuss problems in a group, a lack of independent judgment is likely to result 
Then, too, not all problems are suited to the group discussion method of 
approach. Farmers may lack technical knowledge and experience regarding 
some problems, or the problem may be too complicated to lend itself to satis. 
factory group discussion. For example, the collection of input-output data for 
crop and livestock enterprises would be a tedious process with a group of 
farmers and might yield inaccurate data of little value. 

As pointed out by Dr. Engene, the Group Conference Method does appear to 
be very useful in gaining a better understanding of problems and in determin- 
ing physical obstacles to proposed solutions. 


*For a discussion of analysis of problem, see The Logic of the Sciences and the 
Humanities, by Northrop (Chapter II). 
* A Critical Review of Research in Land Economics, Salter. 
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FARM APPRAISAL AND BENEFIT-COST ANALYSIS 
Chairman: E. L. Butz, Purdue University 


NEW DEVELOPMENTS IN FARM APPRAISAL FOR LOANS AND 
TAX ASSESSMENT* 


WILLiAM G. Murray 
Iowa State College 


I. Loan Appraisals 


HE major development taking place recently in appraisal for loan 
eee is the annual revision of farm product prices used in calcu- 
lating net income. Before the discussion of this plan in detail a bit of 
history on the subject is in order. 

The depth of the depression in 1932-33 saw the emergence of an idea 
that many thought might become a permanent policy in appraisal prac- 
tice. That idea was the selection of a more or less permanent price level 
as the basis of values. This “normal,” as it was called, was considered as 
the level above and below which farm prices were expected to fluctuate. 
For a time, from 1933 through 1946, this “normal” concept received 
general acceptance because it gave, or at least to many of the students 
of the subject, appeared to give, good results. But by 1950 most of the 
former supporters of a fixed “normal” had reluctantly agreed that some 
other policy was needed. | 

Establishment of the fixed “normal” as a general policy came with the 
passage of the Farm Mortgage Act of 1933. In this act the Federal Land 
Banks were authorized to lend on the basis of normal agricultural value. 
In defining “normal,” the Farm Credit Administration selected the price 
level of 1909-14 with certain modifications. In the 1946-47 annual report 
the following statement is given on normal prices and their use in ap- 
praisal for Federal Land Bank loans: 

“Normal farm-commodity prices are those which may be expected to 
prevail on the average over a long period of years in the future. As a 
starting point in developing those prices, the period 1909-14 has been 
taken as representing normalcy, in so far as a general level of farm- 
commodity prices is concerned. Adjustments from this general level then 
are made in the prices of individual commodities, increasing those which 
have assumed a more favorable price position than they occupied during 
the 1909-14 period and reducing those which have attained a less favora- 


* Journal Paper No. J-2025 of the Iowa Agricultural Experiment Station, Ames, 
lowa. Project 1069. 
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ble position.”* From 1933 to 1947, the Farm Credit Administration and the 
Federal Land Banks clung tenaciously to this price level in makip 
appraisals. For example, the price of corn used was .50 to .55 a bushel 
for portions of the Corn Belt. No change in this price was authorized unti] 
1951, although the fixed “normal” policy was definitely weakening ip 
1948 because the annual report of the Farm Credit Administration fo, 
1947-48 omitted mention of the 1909-14 price level as normal. Although 
the change has not been given widespread publicity as yet, the Fam 
Credit Administration increased its price level in 1951, bringing the 
price of corn in the western Corn Belt up to .75 a bushel. 

During the 1933-47 period in which the Farm Credit Administration was 
holding the line on its fixed “normal,” insurance companies and other 
lenders were using various plans—some were using a “normal” like the 
FCA, others were using a moving average, and still others were merely 
following market prices up at a more or less conservative distance. 

For a time during the forties, a group of lenders followed the movin 
average, favoring a 15-year moving average. Behind this idea was the 
belief that a 15-year span, kept up-to-date, would include the neces 
low and high years to give a well balanced estimate of the future. In fact, 
this moving average with a fixed number of years was in the process of 
taking the place of the fixed “normal” when those who used this moving 
average began to run into trouble. For example, those lenders using a 
15-year moving average of corn prices in 1948 were embarrassed in 1949 
when they found that they would have to use a higher corn price average 
in 1949 than in 1948, even though corn prices were declining at the time. 
The moving average required the addition of the 1949 price and the 
subtraction of the 1934 price. But since the 1949 price was higher than the 
1934 price, the average increased. One lender met this situation in 1949 by 
shifting to a moving average of a different length, one which gave hima 
figure which appeared more reasonable. This aspect of what appears 
“reasonable” strikes at the heart of the problem. A satisfactory average for 
1951 may not appear satisfactory in 1952, 1953, or in some later year. As 
the future unfolds our estimate is invalidated.’ 

Selection or revision of a price standard for each year by a committee 
was a new development in the late forties in the United States. By this 
time, both the fixed “normal” and the moving average of a fixed number 


* The 14th Annual Report of the Farm Credit Administration, 1946-47, page 34. 

? A penetrating and stimulating treatment of this question in which the concept of 
“normal” is severely criticized will be found in two papers by L. J. Norton. The firs 
paper, “Some Fallacies of Normal Values in Farm Land Appraisals” was given at Fam 
Appraisal Conference, University of Illinois, June 15-17, 1948, and the second “Price 
and Yield Concepts in Land Appraisals” was given at Soil Management and Land 
Valuation Short Course, Iowa State College, June 5, 1951. 
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of years were recognized as not being satisfactory. In this new committee 
development, the Canadians pioneered with a committee set up in 1944 
to issue standard price estimates for the use of appraisers. This price 
forecast or recommendation was a definite break with the idea that the 
price used should be fixed or tied to a moving average of a fixed number 
of years. Here was recognition that the price level to use in appraisal had 
to be revised as the developing situation warranted. 

The Grain Prices Committee of the Appraisal Institute of Canada came 
forward with definite price recommendations for appraisers in 1944. For 
that year they recommended .93 a bushel for No. 2 Northern Wheat at 
Fort William. In 1946 they raised the price to .96; in 1947 to $1.03; and 
in 1948 to $1.12 a bushel. In 1949 and 1950 they recommended the same 

rice as in 1948. Price recommendations were given for oats and barley 
as well as for wheat. In making these recommendation the Canadian 
Committee present reasons and evidence in the form of averages for the 
past, including as many as 40 years.* 

Standard appraisal data for the United States were sponsored by the 
American Society of Farm Managers and Rural Appraisers.* The Society 
called for bids for the preparation of yield and price averages to be 
issued each year for the use of appraisers. The successful and only 
bidder was the Doane Agricultural Service of St. Louis, whose record 
of interest and support of improved appraisal methods is noteworthy. 
Their procedure in preparing standard appraisal data was, first, to collect 
all the pertinent yield and price data by states; and second, to select a 
committee from different sections of the country, which met in January 
1950 to discuss the problem and to decide on a series of prices and yields 
as their recommendations for appraisers to use in 1950. Decisions as to 
prices were made on a national basis with appropriate variations made 
to fit the situation in the 10 states for which data were made available. 

In January 1950 the committee decided upon a price level which on a 
national basis represented $.88 a bushel for corn, $1.15 for wheat, and 
§.20 a pound for cotton. This level, as it happened, coincided roughly with 
the 20-year average, 1930-49. But it should be emphasized that the com- 
mittee did not decide on using an average, either fixed or moving, which it 
expected would hold good for a number of years. There was none of 
the fixed “normal” of the thirties or the moving average of a fixed number 
of years which gained prominence in the forties. Instead, here was a 


*See Bulletins of the Appraisal Institute of Canada, Bulletin 22, for example, is 
entitled, Grain Price Average for Farm Appraisals in Western Canada 1950 issued by 
Grain Prices Committee. 

*See “Standard Appraisal Data,” by True D. Morse, Journal American Society of 
Farm Managers and Rural Appraisers, Vol. XIV, No. 1, April 1950, pp. 43-48. Also see 
“Standard Appraisal Data,” ibid, Vol. XV, No. 1, April 1951, p. 81. 
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price level considered to be the best future estimate for use in apprajsg| 
in 1950. 

The committee met again in January 1951 to select the price level fo, 
1951. Between the first and second meetings the outbreak in Korea had 
occurred and the defense production program of the United States hag 
been enacted into law by Congress. With this background, the committe. 
took a fresh look at the future. As reported in the April 1951 issue of the 
Journal of the American Society of Farm Managers and Rural Appraisers 
(page 81), “All members did not see the same danger and no one expected 
the price rise to be a steady line of advance without temporary breaks 
lasting for one to two years.” The committee decision in January 195] was 
to raise the price level approximately 20 percent. Corn, for example, was 
increased from $.88 a bushel in 1950 to $1.04 in 1951; wheat, from $1.15 to 
$1.40; cotton, from $.20 to $.23. 

In 1951 the new level of prices selected by the committee coincided 
approximately with the 15-year average, 1936-50. Some individuals have 
taken this to mean that the committee has settled on the 15-year average 
as its recommendation. Although obviously not speaking for the com. 
mittee, but only as one of its members, I can say that this was not my 
interpretation of our action. Our main decision, as I view it, was the 
selection of a price level not an average for a period of years. The fact 
that the 15-year average 1936-50 coincided with this decision does not 
restrict the committee to the use of this or any other average for later 
years. Moreover, the fact that the 20-year period 1930-49 was used in 
1950 and the 15-year period 1936-50 was used in 1951 is indicative of 
the committee’s desire to avoid either a fixed “normal” or a moving 
average. 

What the decision of the committee will be for 1952, if it is called 
together to select a price level for that year, should in no sense be pre- 
determined, but should be the result of the committee’s deliberations with 
the best information available at the time. By operating in this manner, 
the committee does not become obligated for more than a year at a time 
to any price selected. This makes it possible to provide a sensitive 
barometer on future price estimates, and yet one that takes into cor 
sideration past influences and all relevant information bearing on future 
prices. 

There are those who regret the inability to establish a fixed “normal” a 
a moving average, but in the world of today with decisions of world 
powers having such a significant effect on production and prices, there i 
no escaping the necessity of something like this annual revision of future 
price estimates. 

There are several other developments in appraisal to be noted, although 


not of as much significance at this time as the question of price estimates. F 
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These other developments include upward revisions in cost estimates used 
in figuring net income for loan appraisal purposes, and more widespread 
use of soil productivity ratings and pasture yield estimates. More atten- 
tion deserves to be given to cost estimates. The work at Illinois, Purdue, 
and Missouri stands out as the type that could be expanded. On the use 
of soil ratings, the information being gathered currently at Illinois is 
outstanding. For pastures, yield data similar to that developed at Purdue 
can be of great help to the appraiser who is endeavoring to value pasture 
land.® 

Another development worthy of note is a new slant on an old problem, 
that of making satisfactory farm comparisons. Use of key or index sales 
as the basis for comparison has been advocated recently by a group of 
California appraisers. A discussion of this approach including comments 
on its limitations is contained in an article entitled, “The Appraisal of 
Farms,” by W. D. Davis, in the Appraisal Journal for January 1951. 


Il. Tax Assessment 


In the last 20 years a great many tax assessment studies have been 
made by agricultural economists. These studies almost without excep- 
tion have brought out the almost universal tendency for over-assessment 
of low-value and under-assessment of high-value farm land. In this 
instance farm land is not unique, since similar studies for city real 
estate reveal the same tendency of over- and under-assessment. 

One of the new developments is the growing practice to tie these farm 
tax studies in with an assessor's reassessment program. More effective 
results are being secured where the assessor helps in planning the study 
from the start and follows through by using the information obtained in 
making his reassessment. The North Central Regional Land Tenure 
Committee has a project under way which includes a study of this 
technique. 

In Iowa a law enacted in 1947, setting up an appointive county assessor 
system in place of elected township assessors, made this approach to 
assessment research more feasible than before. In fact, county assessors in 
some cases have asked for help in carrying out sales ratio studies of their 
own with whatever assistance the staff at Iowa State College could give 
them. Important points that have to be emphasized in these joint projects 
are carefully stated rules about which sales are to be included and which 
sales excluded, establishment of the bona fide character of the sales by 
verification from one of the parties to the sale or a real estate broker 


*“How Valuable are the Soils of Central Illinois?” W. N. Thompson and P. E. 
Johnston, Illinois Farm Economics, No. 192, May 1951, pp. 1161-5. 

*“What is the Market Price of Pasture?” Paul Robbins, Journal of American Society 
of Farm Managers and Rural Appraisers, Vol. XIV, No. 2, October 1950, pp. 116-118. 
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familiar with the sale, and specific standards for the selection of a sample 
including both the time and area covered. A detailed set of instructions 
for carrying out a sales ratio study along with an explanation of statistica] 
analysis was issued in July 1950 by the National Association of Ta, 
Administrators in a mimeograph statement entitled, “Preliminary Report 
of the Committee on Sales Ratio Data and Guide for Assessment Ratiy 
Studies.”* This report, which follows closely the methods used in the 
State of Illinois, gives specific directions on the sales to include and those 
to exclude. It also presents a strong case for the use of the median jy 
averaging the data and for the coefficient of quartile deviation to indicate 
the dispersion of the ratios around the median. Illinois has had a great 
deal of experience with assessment sales ratios as a result of legislation 
requiring an adjustment in the millage levy based on up-to-date studies 
of the relationship of assessment to sale values. E. L. Maynard, in charge 
of these assessment-sales ratio studies for Illinois, was chairman of the 
committee which prepared the sales ratio report for the National Associa- 
tion of Tax Administrators. 

Those assessors who have made sales ratio studies in Iowa are using 
them in connection with the next quadrennial assessment of real estate, 
which comes in 1953. One of the assessors, Richard A. Cherney of 
Grundy County, who made a ratio study of sales for 1949-50 for this 
purpose, has found the results so helpful that he is keeping a current 
check on ratio of assessment to sale price on all sales as they are reported. 
He made the following statement about the sales ratio in a letter in 
1950 to the writer: 


I have found the sales ratio a very valuable tool for the assessor. After 
working with this ratio and using it I would not be without it. Its greatest 
value is as a means of establishing a factual level of assessed value—31.7 per. 
cent of current farm selling price in Grundy County. This percentage enables 
us to convert assessed values into current selling prices or vice versa, which 
is an excellent means of checking the accuracy of the assessment. Also this 
ratio study has made it possible to compare the level of assessed values for 
urban and rural properties. This is difficult to do by any other method tha 
the sales ratio. 


Mr. Cherney also goes on to point out the advantage of the assessment 
sales ratio in making comparisons between counties. A statement like 
the above from a county assessor may seem almost too good to be true, 
but Mr. Cherney has authorized me to invite any of you who would like 
further information to write to him, or come to his office in the Cour 
House in Grundy Center to see for yourselves. 

In substance, this assessment-sales ratio approach is a combinatim 


research extension activity. It has merit in short-cutting the process o [ 


™ National Association of Tax Administrators, 1318 East 60th St., Chicago 37, Illinois 
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etting research results and having them used. Furthermore, the assessor 
and his staff, who are the principal individuals able to improve the assess- 
ment, are much more likely to make the desired changes if they have 
had at least a part in the computation of the ratios and their classification. 

A sales ratio study can be helpful in checking the effectiveness of a re- 
assessment. In a check of this kind it must be clearly recognized that a 
uniform relationship of assessment to sale value is the objective of the 
assessment system. A perfect correlation, however, would not necessarily 
be ideal even if the objective were a uniform percentage of sale value, 
because sale values themselves are not consistent. Simultaneous bona fide 
sales of what are regarded as similar properties may vary because of 
differing attitudes regarding the property by the parties to the transac- 
tions. Besides, no two pieces of real estate can be exactly alike, so that 
there is always likely to be some difference of opinion, even though slight, 
regarding the quality of the real estate. 

For Story County, Iowa, farm sales ratio studies are available for a 
period before and after an extensive reassessment in 1949. An unusually 
successful result was achieved in so far as removal of over- and under- 
assessment was concerned. The results of these studies carried out by 
the Iowa Agricultural Experiment Station are presented in Table I. 


Taste I. Farm ASSESSMENT-SALES Ratios—Story AND ALLAMAKEE CountT1Es, Iowa 
1936-37 anp 1949-50 


Classified by Sale Price 
Story Allamakee 

Sale Price Groups 1936 1949 1949 

1937 1950 1950 

1. Highest one fourth of sales (per acre) 51% 28% 87% 
2, Second one fourth 55% 28% 42% 
8. Third one fourth 11% 31% 52% 
4. Lowest one fourth 91% 32% 66% 
Average Ratio 67% 30% 45% 
Average Price $99.57 $217 $80 
Number of Sales 250 140 107 


Source: Iowa Agricultural Experiment Station. 


Another popular new development in the rural assessment field is the 
key farm approach to assessment. In essence, the procedure consists in a 
detailed appraisal of sample or representative farms throughout the 
areas to be assessed. Agreement on the assessment of these bench-mark 
farms is reached among the assessor’s staff, and even among the board of 
review members and interested citizens, before the assessment of the 
whole area is started. When agreement on the key farms has been reached, 
the assessment is carried forward with the key or bench-mark farms as 
the standard or reference. 
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Key farms are especially useful where an assessor has a number of 
deputies or fieldmen working under him. By requiring that all of his staff 
become familiar with the key farms, he is able to keep the assessment, 
more nearly uniform than any amount of written rules and regulation; 
would provide. Moreover, whenever a member of the assessment staf 
is in doubt on a property, he can compare his tract with the key unit 
most nearly like it. In the reassessment of Story County noted in Table 
I, a key farm system was used. 

A detailed description of assessment using the key or bench-mark 
system is described in an article by Rex R. Bailey, entitled “Appraisals fo; 
Tax Assessment” in the April 1949 issue of the Journal of the American 
Society of Farm Managers and Rural Appraisers.* 

An interesting development of recent years is the use of land classifica. 
tion in assessment. Here again agricultural economists have been doing 
excellent pioneering work. Studies in Alberta and Saskatchewan by 
C. C. Spence, E. C. Hope, G. H. Craig, J. Coke, A. Stewart and W. D. 
Porter, have come to my attention.® Physical data have been converted 
into economic classifications in these reports, with improved tax assess- 
ments as one of the objectives for use of the data. Land classification as an 
aid in tax assessment has received increasing attention in the United States 
in recent years. The work in Montana has been significant.” 

Still another recent development in assessment consists in the trans- 
formation of soil survey data into assessment values, land classifications, 
or economic ratings through the use of custom charges for farm opera- 
tions. In effect, the method is for the most part the substitution of custom 
rate procedures for the familiar landlord share method of estimating 
income producing ability of a tract of land. The reason for this substitu- 
tion, at least in some cases, is the growing practice of custom operations 
among farmers where some have expensive farm machines and are able 
to use them in doing custom work on neighboring farms. A somewhat 
similar method of evaluating soil for assessment purpose has recently been 
developed at the University of Nebraska by Quentin W. Lindsey." In 
the development of his method, however, Mr. Lindsey used costs incurred 
by the farm owner-operator in place of custom charges. 

The custom rate method of converting soil data into economic ratings 
is being followed in Allamakee County, where the county assessor, 


* Vol. XIII, No. 1, pp. 36-42. 

*See Technical Bulletins Nos. 16, 36 and 39, Dominion of Canada—Department of 
Agriculture, Ottawa, Canada. 

*° See Procedure for Land Reclassification in Montana by H. G. Halcrow and H. B. 
Stucky, Mont. Agr. Exp. Sta. Bul., 459, 1949 and Proceedings of Land Classification 
Conference at Great Falls, Montana, June 21-24, 1950. No. Great Plains Agr. Adv. 
Council and Farm Foundation, Chicago, IIl. 


* A Procedure for the Equitable Assessment of Nebraska Farm Land. Nebr. Agt. 
Exp. Sta. Bul. No. 400, Dec. 1950. 
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A. L. Hansmeier, asked for help in using a recent soil survey in making a 
reassessment of the county. A sales ratio study for 1949-50, in which Mr. 
Hansmeier participated, indicated gross over- and under-assessment as 
shown in Table I. As a first step in the assessment aerial maps on an 
eight-inches-to-the-mile scale were obtained and the soil survey boundaries 
were drawn on the maps. Then the maps were cut into 40-acre tracts, the 
unit for assessment as required by Iowa law. All of these aerial soil maps, 
containing 40 acres or fractions of this acreage, were pasted on a regular 
assessment card on which such information as the classification of the 
soils, division of the land into crop, permanent pasture and timber was 
recorded. Each of the soil classifications was multiplied by the economic 
rating to give an over-all soil rating for the tract. 

The economic rating for each soil was obtained by figuring the gross 
income and then the net income of the individual soil. In these computa- 
tions 100 acres of the soil are used and the costs are figured on the basis 
of custom rate charges for the different crop operations. For example, a 
Fayette silt loam with a slope of from four to seven percent is estimated 
as being suitable for corn 34 percent of the time, for oats, 33 percent, 
and for hay, the remaining 33 percent. The yields for this Fayette silt 
loam are estimated at 54 bushels for corn, at 36 bushels for the oats, and 
one ton for hay. With prices of $.95 a bushel for corn, $.55 for oats, and 
$10 a ton for hay, the average gross income per acre of the rotation 
amounts to approximately $27.25 an acre. The custom rates for growing 
an acre of corn are estimated at $13.60 an acre, of which plowing is 
$2.50 an acre, cultivating $3.00, and picking $3.60. Oats figures at $12 an 
acre and hay $10.10, plus $.75 an acre for lime and fertilizer. The average 
custom charge per acre for the rotation comes to approximately $15.75. 
Subtracting this cost from the gross income of $27.25, we get a net income 
per acre of $11.50. 

The best soil in the county which has a net income of $20.50 an acre is 
given an economic percentage rating of 100. This gives the Fayette silt 
loam of four to seven percent slope with a net income of $11.50 an acre 
an economic rating of 56. Should a soil still better than that given 100 
be found, it could be given a rating proportionately above 100. 

In order to get a final rating for a farm it is necessary to make addi- 
tional adjustments for road type, location with respect to town, and similar 
factors. Buildings, including the house, are assessed. However, buildings 
are shown separately and added later to the land in the assessment pro- 
cedures of most states. In the final phase of the reassessment in Allamakee 
County, a key farm system is being set up to insure uniform results 
throughout the county and to make certain that the individual assessed 
values for 40-acre tracts are in line with over-all values of land and build- 
ings considered as a unit. 
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BENEFIT-COST ANALYSIS OF RESOURCE DEVELOPMENT 
PROGRAMS 


M. M. REGAN AND E, L. GREENSHIELDS 
Bureau of Agricultural Economics* 


HE President's Water Resources Policy Commission in its regen 
y pont to the President set forth a number of recommendations wit) 
respect to the economic evaluation of proposals for the development of 
water resources.’ This Commission recommended (1) that Congress shoul 
direct all agencies to apply the same standards and methods of evaluation; 
(2) that evaluation procedures should be revised to apply to multiple. 
purpose basin programs, and to projects only as constituent parts of 
such basin programs; and (3) that the evaluation procedure should consist 
of, first, a measurement of direct benefits and costs; second, a standard 
method of taking into account secondary benefits and costs; and third, 
the assignment of values to public benefits and costs that affect the gen. 
eral welfare. 

In this paper we point out what appears to us to be some implications 
of this latest document on the scope and purposes to be served by eco- 
nomic evaluation in connection with resource development programs. We 
also explore gaps in the Commission’s recommendations and indicate the 
extent to which progress has been made in filling these gaps, including an 
examination of some of the major problems in developing and applying 
appropriate techniques and procedures of economic evaluation in the 
public interest. 

It may seem incongruous to most economists that serious question 
should be raised about the usefulness of economic evaluations. But ardent 
workers in the fields of conservation and development of natural resources 
have questioned whether economic studies in these fields serve the public 
interest. Although the types of effects taken into account may differ, the 
way in which economic evaluation can advance the public interest is 
basically much the same as the way economic studies assist prudent 
private investors. As Professor Grant put it so well in his text on engineer. 
ing economics, economic evaluation answers these three major questions: 
Should the project be undertaken at all? Should the project be built now! 
Should the project be built in this way?? 


* The views presented in this paper are the responsibility of the authors and should 
not be construed as representing official policy. . 

* The President’s Water Resources Policy Commission, Water Policy for the Amer- 
can People, Vol. I, Washington, D.C. December 1950. 


*Eugene L. Grant, Principles of Engineering Economy, Ronald Press, New Yok 
1950. 
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Legislative Evolution of Economic Requirements 


So that we may more fully appreciate the implications of the Com- 
mission’s recommendations, let us briefly review the gradual development 
of program evaluation to the stage presently employed by the major 
federal agencies engaged in development of land and water resources. In 
the first instance, it appears significant to note that the Federal Govern- 
ment’s activities in resource development have never been predicated 
on the basis of a strict accounting of costs and returns. In other words, 
the Federal Government has not launched into resource programs strictly 
on a business basis for the sake of profits for the Federal Treasury. But 
it is equally significant to note that most of the major Acts of Congress 
establishing and authorizing water resource projects have required some 
degree of checking and weighing the economic values involved in achiev- 
ing the public welfare and other Constitutional goals of the respective 
developments. The Reclamation Act of 1902 provided that the Secretary 
of the Interior should ascertain whether a contemplated irrigation project 
was practicable and advisable before letting the contracts for its con- 
struction. Primary assurance for meeting this requirement was through 
reimbursement by water users. This repayment requirement did not 
establish over-all economic feasibility as a necessary requisite. However, 
it did establish a standard which, in a sense, can be more severe in its 
application than a showing that benefits (to whomsoever they may accrue) 
are in excess of costs, as required for flood control projects. The Reclama- 
tion Act of 1902 provided that charges for the use of the water should 
be determined with a view to returning to the Reclamation Fund the 
project's estimated cost of construction, and that the water-user should 
complete the repayment within 10 years. 

Present-day irrigators find the repayment provisions far more lenient 
than those of nearly a half-century ago. Gradually greater flexibility and 
longer periods of reimbursement were provided in a number of ways 
under various acts supplementing and amending the Reclamation Act 
of 1902.° A further modification of repayment requirements has emerged 


*For example, the repayment period was extended to cover a 20-year period under 
the so-called Extension Act of 1914, the same year, incidentally, in which Congress 
passed the Smith-Lever Act, which laid the foundation of the cooperative federal- 
state extension service. This revision in the reclamation legislation provided for 15 
annual installments and for a five-year delay after the initial installment. At present, 
the repayment requirement has been spread over the first 40 years following a 10-year 
development period. Specific project legislation and proposals would extend this 
repayment period even further. The bill allowing construction of the Weber Basin 
Irrigation Project, for example, provides for extension of the repayment period to 
60 years. (Public Law 278, 81st Congress, Ist Session.) A second method of reducing 
the repayment obligations of the water users was employed in the Adjustment Act 
of 1926, wherein the reimbursable costs on a number of operating projects were 
reduced by flat amounts. 
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in multiple-purpose projects in recent years through methods used in the 
allocation of joint costs. The usual method applied allocates an amoup, 
of the project costs equal to benefits to purposes for which no reimburse. 
ment is required, with a substantial part of the remaining cost reimbursed 
through power revenues. The result is to minimize the net allocation ty 
irrigation—in effect, a further liberalization of the original repayment 
standard—and to reduce the effectiveness of the original repayment 
standard as a basis for determining the economic justification of feder| 
reclamation projects.‘ 

With respect to other types of water resource developments, Congres 
has also established economic standards to which the responsible agencies 
should adhere. Prior to 1936, Congress had directed that recommendation; 
for navigation and flood control projects should contain full information 
regarding the present and prospective commercial importance of the 
projects and their probable commercial benefits, as well as a statement of 
the benefits that would accrue to the localities affected by the improve. 
ment. These requirements were quite general as compared to the rein. 
bursement requirement. In-the Flood Control Act of 1936, Congress first 
established economic feasibility as a definite condition for federal partici. 
pation in the improvement of navigable waters and their tributaries for 
flood control purposes. This act applies not only to the Corps of Engi. 
neers, but also to the Department of Agriculture, which, for the first time, 
was given responsibility for watershed treatment projects in the interest 
of flood control. ; 

Although the Congress has made increasingly clear, through a consider. 
able volume of legislation, that resource projects must be economically 
sound, it has not pursued a strictly consistent policy with regard to eco- 
nomic evaluation; nor has it established a uniform policy with regard 
to standards upon which evaluations should be made. The detailed 
application has been left for administrative determination by the agencies 
to which the responsibility of carrying out the projects has been assigned. 


Need for Uniformity 


Recognition of the need for. consistent evaluation practices led to the 


* As provided in the Reclamation Act of 1939, a portion of the project costs can be 
allocated to any flood control and navigation purposes that are served by the projet 
works. A further provision of this same type was adopted by a 1946 statute by which 
a like allocation can be made to the preservation and propagation of fish and wild-life 
A number of bills introduced into Congress in recent years would extend considerably 
farther the allocation of costs to such non-reimbursable purposes as general welfare, 
national defense, recreation, salinity and sediment control, improvement of public 
transportation, protection of public health, and fulfillment of international obligation 


(H.R. 1770, 81st Congress, 1st Session, a bill to amend the Reclamation Project Act 
of 1939). 
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establishment of the Benefit-Cost Subcommittee of the Federal Inter- 
Agency River Basin Committee.’ Since its establishment in 1946, the 
Subcommittee has been engaged in a comprehensive study of benefit-cost 
problems, with primary emphasis on developing uniform practices. As 
stressed in the report of the President’s Water Resources Policy Commis- 
sion, the procedures and techniques currently employed by the several 
federal agencies vary sufficiently to preclude adequate comparison of 
projects. There seems little doubt as to the general acceptability of the 
Commission’s recommendation that all agencies should employ uniform 
standards and methods of evaluation. As indicated, the principal resource 
agencies are aware of the need for’ uniform standards, and progress is 
being made in the development of mutually acceptable standards. Al- 
though the Commission’s recommendations provide an added incentive 
for this type of cooperative effort, their report does not spell out the 
standards that should be employed. 

Other groups have traveled much farther in the direction of formulating 
standards for specific evaluation problems. The Commission has recog- 
nized, in particular, the contribution made by the Subcommittee on Bene- 
fits and Costs.° The Commission recognized the need for working out 
detailed procedure and techniques for evaluation of project benefits, 
but in lieu of resolving the many problems of economic measurements, 
they suggested the assignment of the task to a Board of Review. For the 
basic approach, the Commission advocated that projects be evaluated 
on the basis of their contribution to national income. But they did not 
indicate how such an approach should be undertaken, nor did they estab- 
lish the essential assumptions underlying such an approach. We refer here 
to the assumptions that must necessarily be made as to the income from 
the various activities arising out of or stimulated by specific resource 
projects, as compared with alternative investment opportunities. Nor 
did they indicate the method by which enhanced recreational or esthetic 
values and other intangible benefits would be measured in this “national 
income approach.” Although the Commission accomplished a formidable 
task in a very short time, it should be clear that much work remains to 
be done before the application of uniform and acceptable evaluation 
standards can become the common practice of all agencies that have 
responsibility for water resource developments. 


* Voluntary committee created through a Memorandum of Agreement in 1943, and 
now consisting of the Departments of the Army, Interior, Agriculture, and Commerce, 
the Federal Power Commission, and Public Health Service. The Subcommittee on 
Benefits and Costs prepared a series of reports on current practices, and finally one 
on proposed practices, which is now in process of revision, to take account of partici- 
pating agency comments. 

“Proposed Practices for Economic Analysis of River Basin Projects, May 1950. 
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Economics of Project Formulation 


At this stage, we are more concerned by the apparent lack in the 
Commission’s report of a clear conception of the function of benefit-cost 
analysis in determining the character and scope of resource developments 
—either the best balance of project features within a single project, or the 
best balance of several constituent projects in a comprehensive program, 
The optimum scale of development, as indicated by economic analysis, 
can only be established by arriving at the proper relationship not only 
of phases within a project, but also among a number of projects con- 
sidered as incremental parts of a comprehensive program. Incremental 
analysis on the basis of costs and returns is a fundamental economic 
principle to which the Commission gave too little emphasis. 

The application of an incremental approach is essential to the estab. 
lishment of the optimum scale of development. By this approach we can 
go a long way toward achieving the goal of maximizing net benefits from 
a given project or from the investment of the limited amount of funds 
available for resource developments. Projects so designed would include 
all features that add benefits in excess of separable costs, with the total 
benefits of all features greater than total costs. 

Under this approach, the degree of intensity of each feature is carried 
to the point at which marginal benefit-cost relationships are in balance, 
With the role of economic analysis recognized and the use of sound 
economic principles brought into project formulation, it seems to us that 
many of the questions that now plague us with respect to the financial 
and economic feasibility of projects would be resolved. If, for example, 
economic analysis is brought into play to achieve the optimum balance 
between purposes that are served by multiple-purpose undertakings, then 
many of the problems of joint cost allocation can be resolved equitably 
and understandably on the basis of relative net benefits accruing to each 
purpose. This is assuming that uniform basic standards of measuring 
values would be employed throughout project formulation, in the alloca- 
tion of joint costs, and in establishing prices or other levies on the cor 
sumers of project services.’ 

The function of economic analysis in designing single projects or basin 
programs is a crucial issue. A realization of the place of economics in 
the formulation of projects too often has been largely overlooked in their 
design. It is particularly regrettable that the role of economics in this 
respect was not made clear in the report of the Water Resources Policy 


*For comprehensive study of the controversial and complicated problems of joitt 
cost allocation, see J. S. Ransmeier, The Tennessee Valley Authority, Vanderbilt Usi 
versity Press, 1942: Report of Subcommittee on Benefits and Costs to Federal Inter 
Agency River Basin Committee, Proposed Practices for Economic Analysis of River 
Basin Projects, Chap. V: and Water Policy Commission Report, Vol. I, Chap. V. 
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Commission. In too many instances, projects are conceived and designed 
simply on the basis of their physical potentialities for utilizing to the 
limit available physical resources. Then, after the project is set up, the 
economist is invited to come in to show whether the plan is economically 
feasible. The amount of genuine guidance that economic analysis can 
provide in decisions affecting the public interest at this stage of project 
development is often quite limited. 


Principal Measurement Problems 


Establishment of appropriate benefit and cost concepts, as well as those 
of project formulation and design, as discussed up to this point, is only the 
initial phase of economic analysis. In order to apply such concepts in 
defining the optimum scale of development, succeeding phases require 
methods and procedures for measuring effects in comparable terms. 
Project effects arise in diverse physical forms, at differing times and for 
varying periods. In some circumstances the certainty of their occurrence 
is doubtful. Systematic treatment should be applied to such types of 
diverse effects as secondary benefits, inundation impacts, and intangibles. 
The full scope of measurement problems and standards is beyond the 
limits of this paper, in which we are primarily concerned with certain 
of the broader issues.® 

In attempting to measure effects to whomsoever they may accrue, the 
standards appropriate from a public viewpoint may frequently vary from 
those considered acceptable from the viewpoint of an individual. Often 
there may be no adequate measure of social values for certain types of 
effects. The market price system provides the only suitable mechanism for 
placing monetary values on goods and services, and it must necessarily be 
the primary basis of evaluation in spite of its possible limitations in 
reflecting values from a public viewpoint. In so far as possible, extra- 
market effects should be given values derived from the exchange process, 
with any remaining effects treated as intangible. 

Project values, although expressed in prices as determined in the 
process of exchange, should be measured mainly in dollars of constant 
worth rather than the fluctuating purchasing power characteristic of 
market prices. Similarly, discount rates and risk allowances considered 
appropriate for indicating value to society may depart from those accepta- 
ble to beneficiaries as cost bearers. The customary practice for indi- 
viduals likewise may often be at variance with the evaluation procedures 
necessary in treating taxes, ownership transfers, secondary benefits, and 
other situations that involve compensatory offsets for which allowances 
may appropriately be made from a social viewpoint. 


*For a more thorough discussion of many of these problems, see Proposed Practices 
for Economic Analysis of River Basin Projects, op. cit. 
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The complications and difficulties in making appraisals from the view. 
point of society as a whole are obvious. Aside from cases in which the 
justification for a departure is clear, standards and practices must be 
geared to those customarily recognized and acceptable to the individual 
or groups affected. When participation by private interests is involved, 
the acceptability of the standards becomes increasingly important. 


Price Levels 


An early step required in project evaluation is the projection of prices 
that are expected to prevail over the period in which project effects are 
expected to occur. The projection problem is not avoided by the use of 
historical or current prices; actually this constitutes a forecast that such 
prices will prevail over the life of the project. 

Many of the major forces likely to cause future changes in price rela. 
tionships are subject to analysis during the period of project appraisal. 
When the effect of such forces is taken into account, price projections 
provide a better basis for future project values than unadjusted extensions 
of current or historical prices. 

Forecasts of the dollar prices actually expected to prevail at the time 
of benefit or cost occurrence are not necessarily essential. It is more 
important that the projections reflect the relative worth of goods and 
services under the resource employment conditions expected during the 
period of installation and operation of the project. With a high average 
level of resource employment expected to prevail throughout the life of a 
project, primary emphasis would be on the “real” values of the goods and 
services, as measured by their purchasing power. Under such conditions, 
proper evaluation of projects requires comparisons of the purchasing 
power of the goods and services invested with that of the goods and serv- 
ices produced, each measured at time of occurrence. 

Emphasis on real values eliminates secular trends in the general price 
level as a factor in evaluation. The expectation of inflationary price trends 
should have little or no significance in determining justification from a 
public viewpoint. With stable levels of resource employment, the expec- 
tation of deflationary price trends would also be eliminated from con- 
sideration in analyzing economic justification. 

Relative values in terms of purchasing power, however, cease to be a 
sufficient single basis for pricing project effects, if account is to be taken 
of the added social values of projects constructed during periods of 
underemployment of resources. Use of the purchasing power concept 
(of value) is largely neutral, with regard to the effects construction of 
the project may have on the national economy under varying levels of 


*J. M. Clark, Economics of Public Works. National Planning Board, 1935, p. 5. 
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economic activity. In order to take account of varying resource employ- 
ment conditions, some recognition must be given to fluctuations in dollar 
values. Past movements in the general price level have corresponded 
with fluctuations in employment levels. Although not a precise measure, 
such prices have been indicative of variations in the social worth of 
economic resources under different employment conditions.’ 

The pricing procedure for valuing project goods and services should 
take account of both purchasing power values and variations in resource 
employment. For projects undertaken under conditions such as those of 
the present, satisfactory price projections for deferred effects should, in 
our opinion, be at a general price level somewhat under the present level, 
in order to reflect the likelihood that average future levels of resource 
employment may be somewhat under those currently prevailing. Invest- 
ment costs would be calculated at prevailing prices, with deferred bene- 
fits and costs estimated on the projected basis. Evaluations on such a base 
would allow a modified type of comparison of purchasing power, adjusted 
to reflect the expectation of a moderate decline in employment. 

When analysis is made of projects for which the time of development 
is unknown, appropriate estimates would be in terms of projected prices 
for both costs and benefits. This would meet the purchasing power rela- 
tionship requirement, and no adjustment for employment conditions 
would be needed until the probable time of development was established. 
Also, this basis would facilitate comparison among projects, would pro- 
vide a uniform base for the formulation of interrelated basin programs, 
and comparison with the ratio based on current installation costs would 
be indicative of the favorableness of timing. 

Various minor adjustments include conversion to a regional or areal 
basis; adjustments to reflect possible effects the project may have on the 
price of particular products, and its possible effects in causing a shift 
from a deficit to a surplus-producing area. Further, we need to recognize 
that such price projections require suitable modification in establishing 
fixed contractual obligations to be repaid by users of project services. 


Risk Allowances and Interest and Discount Rates 


Interest and discount rates and risk allowances are a means of convert- 
ing to a common basis in time and degree of certainty the values of an- 


“As the area of both government and privately administered prices expands, the 
general price level may become less sensitive to changes in employment conditions. 
In this event, the general price level would cease to function as an indicator of 
resource values associated with variations in levels of resource employment, and 
other methods would need to be devised for taking account of such variations in 
project evaluation. These might include direct adjustments in the values attached to 
resources that might otherwise be unemployed; or greater emphasis might be placed 
on the extended effects throughout the’ economy when projects were undertaken 
during low-level employment periods. 
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ticipated benefits and costs at their accrual. Both time and risk ap 
usually reflected in prevailing interest rates, with the wide range jy 
such rates chiefly a. measure of difference in risk. 

Allowances for risk and uncertainty take account of the hazards that 
may occur between the investment of resources and the accrual of bene 
fits, and specific allowance may be made for many of the risks associated 
with a project. To the extent that this is done, the primary function ¢ 
the interest or discount rates is that of adjusting for time differences anj 
for residual risks and uncertainties. Usually specific allowances are jp. 
sufficient to take full account of risk and uncertainty, and some residy 
risk component needs to be included in the discount rate. 

So long as alternative opportunities exist for yields from capital inves. 
ments in excess of that needed to meet risks and amortize costs, interest 
as necessary in the allocation of economic resources as other prices 
Whether measured from a public or private viewpoint, such a cost jj 
involved. It stems basically from a condition in which the supply of 
investment funds is short of the amount needed to provide for all oppor. 
tunities to utilize capital. 

The interest rate on long-term government bonds is often used asa 
measure of the minimum risk opportunities available for capital inves. 
ment. The objection has been made that, as a measure of social time 
preference, such a rate is inappropriate on the grounds that it is i 
fluenced by individual time preferences that may not fully reflect the 
interests of society. The real social cost of the use of capital, whether by 
individuals or the public, is its productivity in foregone alternative uses 
Hence, a rate that supposedly reflected only the preference of society for 
present as compared to future goods would often fail to measure the ful 
cost of the use of capital. In order to justify the use of a public time 
preference rate, the supply of capital available for investment would have 
to be sufficient to lower its marginal productivity to balance with the 
social time preference rate. With capital utilization costs established by 
foregone productivity opportunities, any allowance in social preferences 
between present and future goods would need to be reflected in highe 
prices attached to goods accruing in the future." In the interest of both 
objective and systematic measuring procedures, such an approach i 
preferable to that of reducing the interest or discount rate below it 
productivity in alternative opportunities. 


"A way of making further provision for the possibility that future needs mi 
exceed currently apparent expectations might be through the establishment of 1 
contingency reserve that would be available if and when required. Although the wt 
of such an approach might indicate the need for current investments to prevent the 
depletion of certain types of resources, it might also indicate the desirability ff 
deferring development of resources of the type subject to exhaustion. 
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A principal reason for the relatively risk-free government borrowing 
rate (in terms of money—even though not in terms of purchasing power) 
is the security provided by the general taxing power. Modifications would 
still be necessary to reflect degrees of certainty attached to particular 
projects. The allowance to be added to the minimum risk implicit in the 
government borrowing rate and included as a risk component in the 
discount rate is largely a matter of judgment. Consideration would need 
to be given the allowances for risk and uncertainty in other phases of the 
evaluation. Attention must also be given the peculiarities of the particular 
project or program and the reliability of the physical data estimates. 


Period of Analysis 


From an economic viewpoint, most projects and programs have a 
limited economic life. The limit is established at that point in time at 
which the costs of continuing the project exceed the benefits expected 
from continuation. 

Although economic life establishes an upper limit on the period of 
analysis, it may often be desirable to select a period short of such a limit. 
In some cases, the period of analysis may be geared to the expected 
productive life of the major initial structure. In case of a need for continu- 
ing service, the replacement decision can be made later and is not an 
essential part of the initial formulation or evaluation of the project. The 
expected economic life, moreover, may extend through several successive 
replacements of major elements of a project. 

Limitations on the reliability of estimates for the distant future and 
their small present worth compared to initial investment costs are reasons 
for limiting the evaluation period. The adoption of a limited period of 
analysis requires the amortization of net capital investment costs and the 
establishment of a basis for estimating salvage. With the use of interest 
and discount, variations in the period of analysis beyond 75 or 100 years 
would have only a minor effect on project evaluation. 


Other Measurement Problems 


The measurement of a number of other elements in project evaluation 
involves difficult decisions. Among these are secondary and extended 
effecis; inundation and other consequential damages of project construc- 
tion; social costs of removing land from production and displacement of 
existing facilities; possible adverse effects on ultimate potential develop- 
ments; extent to which alternative sources for supplying project services 
should be brought into the analysis; treatment of taxes, recreational, and 
esthetic values; and the relative weight to be given intangible effects. 

The lack of precise measurements for certain of these elements does not 
preclude effective use of benefit-cost analysis, even though the proportion 
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of total project effects subject to quantitative analysis is thereby reduced 
A principal problem in measuring many of these elements stems from 
the difficulty of estimating the difference in net social effect after aj 
cancellations and offsets are brought into the analysis. The general soly, 
tion often lies in finding a uniform basis for including in the comparison 
allowances for like effects of available alternatives. This requires taking 
into account the possibility of similar effects from other activities expected 
in the absence of the proposed project. Allowances of this type are a basic 
problem in estimating the net secondary benefits that might be assigned 
to the project under examination. In determining net secondary benefit: 
deductions should be made not only for resources directly used in se. 
ondary activities, but also for probable similar secondary effects from 
alternative uses of resources required for the project. The use of reason. 
able assumptions with respect to alternative uses of resources would 
indicate that net secondary benefits usually are fairly limited in relatio, 
to direct benefits. 

A similar problem arises when the evaluation requires an estimate of 
net social costs. The cost of land acquisition, for example, often may fall 
far short of adequately measuring the social cost of removing land from 
production. On the other hand, the cost of private facilities acquired for 
project operation when use is not changed involves no net social costs 
Project cost for compensation to individuals or groups adversely affected, 
and a major part of the payments in lieu of taxes arising in connection 
with some of these elements, must be distinguished from the net social 
effects of the projects. 

An additional problem stems from the absence of market values for 
certain project effects. A partial basis for treating intangible values, for 
which there are no market criteria, involves a determination of the 
project costs that are added in order to produce such intangible effects 


Investment Program Ahead Requires Sound Evaluation 


Use of reliable economic measurements from the start in formulating 
projects would contribute materially toward answering many questions. 
Some of the questions would be eliminated. Use of these measurements 
would provide a basis for determining the level of subsidy that might be 
required to accomplish a particular purpose. It would help also to deter 
mine the beneficiaries of the subsidy and those who bear the cost of the 
subsidy—whether obvious to them or not. To illustrate, let us assume that 
we have a project with a possible major purpose or principal feature it 
question. Assume further that we find by our incremental analysis that 
added benefits from the feature in question do not offset the added costs 
On the basis of economic analysis, obviously the feature should not be 
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added. Nevertheless, if the feature is considered a desirable addition to 
the project, it should be clear that it has been added because of a policy 
decision and not upon economic grounds. If it should be added in the 
interest of the general welfare, for example, the amount of the cost that 
cannot be returned through benefits might best be appropriated from 
the general treasury and not charged against other purposes of the 
project, or obscured in a “basin account.” From the point of view of the 
natioral economy, it is important that the financial and economic status 
of any particular feature of public resource projects be clearly understood 
and plainly visible. 

Let us add, however, that the size and nature of resource developments 
that are in the best long-run interest of the American people are ques- 
tions that cannot be completely resolved on the basis of economic analysis. 
We argue strongly for its proper place, but at the same time we must 
acknowledge that other factors may need to be considered. Many policy 
matters involve more than economics. We should try to distinguish more 
clearly than we now do between questions of policy and questions of 
economics. We do not seem to be able always to keep policy separate 
from questions of economic criteria, and we are thereby not only need- 
lessly confused, but also in danger of undertaking resource developments 
upon false assumptions. 

Economic soundness is necessary in the development of resource 
program that are acceptable to the people of the country—programs in 
which farmers and-others will participate, and that the taxpayers are 
willing to pay for. As a matter of national policy, we can and do give 
consideration to many things that are not reducible to economic terms. 
National policy, for example, might dictate that at least a certain amount 
of reclamation of land resources will be undertaken annually. In pur- 
suing such a policy, projects with adverse benefit-cost ratios may some- 
times have to be constructed, but, even in such instances, benefit-cost 
analysis would help in the selection of the most advantageous project 
from the available alternatives. 

The questions with which we have been concerned in this paper are 
more than academic. The pre-Korean fiscal year 1951 Federal Budget 
for the development of water resources was 1.3 billion dollars. To this 
figure we should add the cost of the land conservation and forestry pro- 
grams, which make the total somewhere around 1.75 billion dollars, as 
representing the current expenditure rate for conservation and develop- 
ment of land and water resources. If recent trends are an indication, we 
may expect continuous expansion in public expenditures for resource 
projects. From 1947 to 1951, the annual rate of federal investment in the 
Nation’s resources trebled. For water project structures, the ultimate in- 
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stallation cost will probably exceed 100 billion dollars, according to esti. 
mates presented in the report of the Water Resources Policy Commissigy, 
If the proposed comprehensive agricultural plan for the Missouri Basi, 
is used as a basis for a national estimate, the ultimate cost of installation 
from public and private sources would exceed 40 billion dollars for lang 
conservation and watershed treatment measures.” For just the watershej 
treatment planned for flood-control and erosion-prevention purposes, the 
indicated cost will range between 10 to 15 billion dollars. These inyey. 
ments represent only present plans. Plans in the making could expanj 
the magnitude many times. Such tremendous investments cal] fo 
thorough-going economic analysis. 


DISCUSSION 


S. W. WarREN 
Cornell University 


Dr. Murray’s paper is divided into two parts—loan appraisals and tax asses. 
ment. My discussion will be confined to the first er 

Dr. Murray and I agree on the general principle of using “reasonable” prices 
for appraisal purposes rather than “normal” or a moving average. At the com. 
mittee meeting in January 1951, he and I were not in complete agreement as 
to what was “reasonable.” It was my opinion that there were so many inflation. 
ary forces in the picture that use of average prices for the last 10 years would 
be “reasonable.” The 15-year average price of corn in Illinois was $1.05. The 
10-year average was $1.26. The average for the five years, 1946-50, was $1.52. 
The corn loan rate for the 1950 crop in central Illinois was $1.47. It appeared 
to me that a conservative price for appraisals made in 1951 would be around 
$1.25 per bushel. Dr. Murray and some other members of the committee were 
even more conservative. 

I wish to emphasize that the point on which Dr. Murray and I disagree is 
the question of the exact price to be used, and not the basis on which the price 
is to be determined. 

I would like to discuss a little further some of the history of the normal 
value concept and some of the differences of opinion concerning it. For the las 
three years I have had my class in Farm Appraisal read some different opinions 
on this subject. In December, 1946, R. C. Engberg of the Farm Credit Adminis 
tration read a paper at the annual meeting of the American Farm Economic 
Association. Dr. Engberg stated that “The normal value concept is likely to be 
recorded by history as one of the greatest single improvements in the technique 
of making appraisals for farm mortgage loans.” In Dr. Murray’s second edition 
of Farm Appraisal, published in 1947, he makes the following statement: “Of 
all the possible selections, the weighted moving average and the arbitrary 
choice of a fixed base or normal appear to have an edge over the others.” 


“House Document No, 378, 8lst Congress, Ist Session, Missouri River Basin 
Agricultural Program. 

*R. C. Engberg, “Federal Agencies as an Influence Upon Land Values,” this f 
Journal, February, 1947, page 151. 

* W. G. Murray, Farm Appraisal, page 141. The Iowa State College Press. 
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After as read these two ideas, the students were inclined to think that 
the normal value concept had a real place in farm appraisal. The next reading 
on the list was a paper by L. J. Norton which includes the following statement: 
“I submit that, since no one knows the future level of prices, no one can make 
any valid, practical use of normal value.”* After a thorough discussion of the 
subject we agreed to go along with Norton’s conclusion. 

It would be well if we looked at the farm appraiser’s job in order to get a 
clearer picture of the place of this price question. As I see it, the appraiser's 
job is as follows: 

1. Describe the property completely and accurately: 

(a) Physical description, 
(b) Productive capacity. 

2. Give his opinion as to the value of the property, including a definite 

statement of the line of reasoning followed in arriving at the value. 

The price question concerns the estimates of productive capacity. In order 
to make a complete statement of what a farm will produce, some level of prices 
must be used. I know of no better idea than to use a level which looks reason- 
able to the appraiser or to the agency for which he is working. The appraisal 
report should state definitely what prices were used. If they are an average over 
a period of years, the years used should be indicated. Looked at in this way, 
the question of prices concerns the description of the farm. It concerns the 
appraiser's opinion of value only indirectly. 

Should the appraiser attempt to report land values in any way other than 
present sale prices? In January 1941, Mr. H. G. Harrison, Supervisor of the 
Farm Mortgage Department of the Prudential Insurance Company, spoke to 
my class in Farm Appraisal. He made the following statement: “Probably 
about all an appraiser may safely undertake is a determination of present 
value. The desire to look ahead is felt by all of us from time to time but it would 
seem to be wise to recognize our limitations.—In our business of lending, our 
conscience is clear if our loans are secured in the orthodox way on the date the 
loan is made.” 

In 1941, I was of the opinion that the “normal” value idea was worth 
something. I was not ready to go along with Mr. Harrison. In reviewing the 
notes in my appraisal class, I note that our report forms required the students 
to indicate the normal value of the farm through 1948. In 1949, we started 
using only present market value. I had come to the conclusion that Harrison 
and Norton were right. Appraisals are made primarily as aids in land purchase 
and sale or in lending operations. In both of these, business can be done only at 
the present market value. 

Last week I was discussing these questions with a representative of one of 
the insurance companies lending on farm mortgages. He was wondering 
whether it might not be desirable to make appraisals on the basis of, present 
value. I believe that more of us will begin to think of the same thing. 

It would be my recommendation that lending agencies request their ap- 
praisers to report present market values of farms. The appraisers will then 
know what they are reporting. If the agency feels uncertain with respect to 
the future they may lower the percent of present value which they are willing 
to lend. This, in fact, is all that they can do, regardless of the figures on the 
appraisal report. 


*L. J. Norton, “Some Fallacies of Normal Value in Farm Land Appraisals,” paper 
read at Farm Appraisal Conference, University of Illinois, June 16, 1948. 
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During the last 20 years much progress has been made in the field of far 
appraisal. Many of these | ge have been discussed in Dr. Murray's Paper 
They come under the heading of a more complete and accurate description of 


the property in terms of both physical items and productive capacity. Since we 
have not yet learned how to predict the price level for the next six months—g 
alone the next 20 or 30 years—we will do well to limit our appraisals 
present market values of farms, the only thing we really know. If an appraiser 
gives the correct present market value, together with a definite statement tellin 
why the farm has that value, he has done his job. é 
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TRENDS IN FARM SIZE AND ORGANIZATION 
AND THEIR IMPLICATIONS 


Chairman: H. L. Patterson, Department of Agriculture, Ontario 


TRENDS IN FARM SIZE AND ORGANIZATION 
IN THE UNITED STATES 


JAMEs VERMEER 
Bureau of Agricultural Economics 


HIS paper is concerned with the trends in size and organization of 

the 16 types of farms which the Bureau in cooperation with the 
Land-Grant Colleges has been studying since 1938. Many Land-Grant 
Colleges and Universities and several private institutions for years have 
studied costs and returns to farms by types and size, hence the work on 
this subject by the Bureau of Agricultural Economics is not new. How- 
ever, the BAE studies have some distinguishing features. 

These studies provide both an historic picture and a current account 
of changes in size, investment, income and expenses, operating ratios, 
and other characteristics of commercial family-operated farms of given 
types in specified locations. To date the studies have been limited, for 
the most part, to the prevailing type of farm in each of several important 
type-of-farming areas. An average farm is one that is operated largely 
by a farmer and his family, and that provides their major source of in- 
come and employment. The organization of these commercial family- 
operated farms is determined by the average size, average acreage in 
important crops, average numbers and classes of livestock, and average 
investment of farms of the same type in a given area. In arriving at these 
averages, small-scale farms, part-time farms, rural residences, and large- 
scale farms are excluded from the basic data. 

Each of these types of farms, although perhaps the chief type in an 
area, does not necessarily represent an average of the area. Frequently, 
the area has a sufficient number of other types so that an average farm 
organized on the basis of averages for the area would be materially 
different. It differs from a farm concept which might be obtained from 
a case study or a study of a few cases in that it does not trace changes 
which take place when farms change from one type to another. For 
example, farms that in 1930 were cash grain farms, by 1940 may have 
shifted to livestock production; so they would not be included in the 
1940 estimates for cash-grain farms. 

Also, by definition, the range in size of farms included in the basic 
data is limited. The limits are quite wide, but perhaps sufficiently restric- 
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tive to prevent the full change in size of farms from being reflected jy 
the data. 

This is one of the first integrated studies of costs and returns of major 
types of family-operated farms in several important farming areas ip 
the United States. Other studies have been made which show simila; 
information for one or more types of farms in a state or region, but most 
of these are “one-time” studies. In a number of states, data showing costs 
and returns are available from farm records. But the farms represented 
usually are above average in resources and management, and it is diff. 
cult, if not impossible, to adjust these data to average or typical condi. 
tions. Procedures and definitions in the BAE series are uniform so that 
production, income, costs, investment, etc., are comparable among the 
several types of farms. Likewise, data from year to year are comparable 
thus providing a usable measure of trends. This does not mean that no 
new methods have been adopted in the decade in which these studies 
have been in progress. Procedures are constantly revised to give more 
direct and more meaningful answers to questions which arise. Each 
change in method is applied to the entire series of data. General objec. 
tives and procedures, however, have remained unchanged. 

These analyses of average family-operated farms do not supplant other 
types of farm-management research; rather, they fill a gap between 
aggregates of farm incomes, expenses, production, etc., and the case 
studies of. typical farms. They provide an insight into the effect that 
natural, economic, and sociological forces have had upon average farms 
of different types. Their greatest usefulness has been to provide a basis 
from which to project the net results on average farm incomes of prospec- 
tive changes in prices received by farmers, cost rates, acreage allotments, 
and technological progress. 

Case studies of typical farms, adjusted to average conditions, reflect 
more adequately the kind of changes that take place on an individual 
farm. They also reflect fully the changes in size and type of farms, and 
are more easily adapted to farm budgets. 

With that brief background of the history and methodology of this 
project, it will be easier to interpret the significance of trends in size and 
organization of commercial family-operated farms in various parts of 
the United States, as shown by an analysis of these 16 types of farms. 


Changes in Size. of Farms 
Size and changes in size of commercial farms affect changes in the 
level of production, changes in efficiency of ‘operation, and, to a lesser 
extent, changes in the incomes of farmers. The BAE studies have been 
limited to a relatively few types of farms in comparatively narrow size 
ranges. So perhaps we should look first at changes in size of all farms. 
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According to the Census of Agriculture, all farms in the United States 
averaged 157 acres in 1930 compared with 195 acres in 1945. This is an 
increase of about 24 percent in 15 years. In 1930, however, about one sixth 
of the farms were classified as part-time farms and rural residences. By 
1945, one fourth of the farms were in these two classes. Also, cropper 
units are included as census farms, and, contrary to the trend in part- 
time farms and rural residences, the number of croppers declined from 
1930 to 1945. 

In the 1945 Census of Agriculture, farms in the South were enumerated 
as management units as well as census farms. Bachman has estimated the 
number of management units in 1930.1 Assuming that the average size of 
part-time farms, rural residences, and small-scale units was the same in 
1930 as in 1945, we have estimated that in 1930 the combined average 
size of commercial family and large-scale farms (management units) was 
244 acres. By 1945, the average was 315 acres. This is an increase of 
29 percent in the 15-year period.? Most of the 16 types of commercial 
family-operated farms we have observed have not grown as rapidly as 
the average of all commercial farms. The acreage in cattle ranches of the 
Intermountain Region, however, was more than a third larger in 1945 
than in 1930. Preliminary work on other types of cattle and sheep ranches 
indicates that acreages in other types of ranches also increased by a third 
or more during this period. 


Measures of Size 


Several different measures of size are available. When applied to the 
different types of farms, each of these gives different arrays of magnitude. 
When judged by all land in farm, number of animal units, or total 
investment, cattle ranches of the Intermountain Region appear to be the 
largest of the 16 types studied. If acres of cropland are used as a measure, 
the wheat grain sorghum farms of the Southern Plains are largest. Other 
measures of size would give still different arrays of these 16 types of 
farms. In 1950, hog-beef fattening farms and cash-grain farms in the 
Corn Belt had the largest gross incomes; dairy farms used the greatest 
amount of labor; total inputs, which reduce land, labor, and capital em- 
ployed in the farm business to a common denominator, were highest in 
1950 on cattle ranches of the Intermountain Region and on cash-grain 
farms in the Corn Belt, and lowest on two-mule family-operated cotton 
farms in the Delta of Mississippi. 


*K. L. Bachman, Chapters on Farm Size with Special Emphasis on Low-Production 
Farming Units, March 1951. ( Dissertation). 

*Recent censuses have obtained more complete coverage and include more range 
land as “land in farms” thus accounting for part of the increase in size. 
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In any one year, some measure of production probably would give , 
similar comparison of size between farms as is shown by a comparison of 
gross farm income. But in gauging changes over a period of years in size 
of a given farm, a measure of production has the advantage of removin 
effects of changes in price from gross income. For some types of farms 
production is a satisfactory gauge of change in size, but for others the 
hazards of weather, disease, and insects would affect production, and 
consequently the size of farm, as much as any other factor. 


Change in Size of Crop Farms 


Perhaps the most common measure of size is total acres in fam, 
However, this measure is appropriate only in measuring changes in size 
of crop farms. Even here, acres of cropland would be a better measure, 
but for a given type of farm changes in cropland usually vary with 
changes in total acres. 

Of the 16 types of farms studied, nine are primarily crop farms, All of 
these farms increased in size from 1930 to 1950. The extent of the increase 
varied by type of farm. Spring wheat-corn-livestock farms in the transi- 
tion area between the Corn Belt and the spring-wheat areas were only 
10 percent larger in 1950 than in 1930, whereas cotton-grain-sorghum 
farms on the High Plains of Texas increased 25 percent during the same 
period. It may be noted that the average wheat farm in the transition area, 
which experienced the smallest increase in size, is also about the least 
specialized crop farm in this group, and the cotton farm on the High 
Plains is about the most specialized crop farm. The degree of specializa- 
tion is measured by the proportion of receipts from crops in 1950. The 
increase in total acres generally was more pronounced on crop farms 
than on other types of farms. 


Change in Size of Livestock Farms 


Other measures may more readily indicate changes in size of other 
types of farms. On highly specialized dairy farms a measure of production 
is relatively easy to compute, and for most purposes it is a satisfactory 
measure of size or of change in size. Dairy farms in central New York 
had an average of 17 cows in 1980 and 21 in 1950. In addition, milk 
production per cow rose from 5,700 pounds annually to nearly 7,000 
pounds during the same period. This represents a 52-percent increase in 
production of milk over the 2l-year period. As more feed was bought 
in recent years than in the 1930's, the increase in net farm production 
was not as great as the increase in production of milk.’ But with higher 


* Net farm production is the quantity of farm products sold, consumed, or available 
for sale or consumption in the farm household during the calendar year. 
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crop yields, more cows, and higher output per cow, net farm production 
increased about 45 percent from 1930 to 1950. 

Judging from the increase in net farm production, dairy farms in 
southern Wisconsin grew even faster than dairy farms in central New 
York. Net farm production on these Wisconsin farms was nearly 50 per- 
cent higher in 1950 than in the early 1930's. However, these dairy farms 
are less specialized than those in New York. Production of crops—corn, 
small grains and hay—and hogs also are important enterprises. In the 
early 1930's, crop production was low because of unfavorable weather. 
Obviously, in this case change in production is not a good measure of 
change in size. 

A second measure of size, and in this case a better one, is total inputs. 
To obtain a composite of all inputs, all items used in production on these 
farms were valued at constant prices. On this basis, the average dairy 
farm in southern Wisconsin was 21 percent larger in 1950 than it was in 
the early 1930's. 

The three types of Corn Belt farms other than cash-grain are diversi- 
fied farms, for which no single measure of size is wholly adequate. 
Production of corn, oats, hay, and hogs are important enterprises on all 
of them. In addition, hog-dairy farms have a considerable dairy enter- 
prise, hog-beef raising farms raise’ beef cattle and hog-beef fattening 
farms both raise and fatten beef cattle. With such a diversity of enter- 
prises perhaps the one best measure of size here, as on Wisconsin dairy 
farms, is total volume of inputs. On this basis, these Corn Belt farms were 
11 to 16 percent larger in 1950 than they were. ‘he early 1930's. Hog- 
beef fattening farms experienced the smaller increase in size while the 
hog-dairy farms made the largest proportionate increase. 

Tobacco-livestock farms in the Bluegrass Region of Kentucky are a 
combination of intensive and extensive land use. Only about four to six 
acres are used for tobacco. This acreage has remained about the same 
for the last two decades, although yields have nearly doubled. Most of 
the remaining acreage is used for pasture and hay. As measured by total 
inputs, these farms were about 16 percent larger in 1950 than they were 
15 to 20 years earlier. 

Cattle ranches of the Intermountain Region are highly specialized, 
with about 95 percent of the receipts coming from the sale of cattle and 
calves. These ranches have maintained about the same size of herd over 
the last 20 years. Cattle numbers were down slightly during the drought 
years of the middle 1930's, and the composition of the herd shifted 
among breeding stock, steers, and calves. But the total number of beef 
cattle on these ranches has remained at about 200 head. 

Up to this point we have discussed changes in size of farms in terms 
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of four different units—total acres, net farm production, total inputs, and 
numbers of livestock. No one of these is a good measure of change in 
size of all farms. The following table shows the changes in total inputs 


Taste I. Tora. Inputs, Commercian Farms By LocaTION Anp 


Total inputs, (1930-34 = 100) Total inputs, 1959 
Type of farm cash 
1985-89 | 1940-44| 1945-49 1950 | | 
100 

Corn Belt farms 

Cash grain 101 109 116 116 4,524 100 

Hog-beef fattening 104 107 111 112 | 4,174 92 

Hog-beef raising 98 110 118 119 | 2,468 55 

Hog-dairy 102 115 118 119 3,069 68 
Dairy farms 

Central New York 93 114 128 129 | 3,938 87 

Southern Wisconsin 103 114 121 121 | 3,238 72 
Winter wheat farms (S. Plains) 

Wheat 89 103 112 115 3,565 79 

Wheat-grain sorghum 92 110 118 122 | 4,077 90 
Spring wheat farms (N. Plains) 

Wheat-corn-livestock 92 110 113 114 | 2,928 65 

Wheat-small grain-livestock 93 111 111 111 | 2,816 62 

Wheat-roughage-livestock 84 103 112 115 | 2,612 58 
Cattle ranches 

Intermountain Region 94 108 114 132 | 4,622 102 
Cotton farms 

Southern Plains 101 112 111 107 | 2,455 54 

Black Prairie, Texas 99 106 114 109 2,106 47 

Delta area, Mississippi 113 112 116 110 | 1,140 25 
Tobacco-livestock farms 

Kentucky Bluegrass area 101 111 117 115 | 2,145 47 


of all types of farms in the series. Trends in total inputs are not always 
the same as those discussed earlier. 


Changes in Farm Organization: Mechanization 


Some of the changes in farm organization that came about rapidly in 
the 1940’s were under way already in 1930, and even earlier. Farmers 
were buying tractors and selling their horses and mules. At least, they 
were not replacing those that died. By 1930, more than 50 percent of the 
cash-grain farms in the Corn Belt, spring wheat farms in the Northem 
Plains, and winter wheat farms in the Southern Plains had tractors. In 
fact, by that time nearly all the winter wheat farms had tractors. The 
proportion of spring wheat and cash-grain farms operated with tractors 
increased rapidly, and by 1943 nearly all of them had tractors, too. 

Dairy farms in both central New York and southern Wisconsin, live- 
stock farms of the Corn Belt, and cotton farms of the Southern Plains and 
the Black Prairie areas of Texas did not shift to tractor power quite so 
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early. It was late in the 1930’s before even half of these farms had tractors. 

On the small cotton farms of the Mississippi Delta and the tobacco- 
livestock farms in Kentucky, the average number of horses and mules per 
farm has changed very little over the 21-year period. On many of these 
farms crop acreages are too small to justify the investment in a tractor. 
However, about a third of the larger tobacco-livestock farms had tractors 
by 1950. 

oo" ranches in the Intermountain Region are rapidly shifting to 
tractor power for their field work, which is primarly haying, but at the 
same time each has maintained a string of 13 to 18 horses. It is difficult 
to estimate how many horses are kept for ranch use and how many are 
kept for personal use, pleasure, and tradition. 

Tractors probably replaced horsepower even more rapidly than the 
decrease in the number of horses and mules and the increase in the 
number of tractors would indicate. Many farmers kept horses and horse- 
drawn equipment after acquiring tractors in order to have a second source 
of power for use in busy seasons. 

During the 1930's, farm machinery depreciated faster than it was 
replaced. On many farms the investment value of machinery was lower 
in 1940 than it had been 10 years earlier. Some farmers continued to use 
horse-drawn equipment with tractor power because it was cheap com- 
pared to new tractor equipment. For many jobs, equipment especially 
adapted for tractor use was not available. 

Changes in quantity of machinery on farms during the 1930's are not 
subject to precise measurement. The kind of machinery farmers used 
was changing. Although in 1930 most farmers had a preponderance of 
horse-drawn equipment, by 1940 many had acquired a good deal of 
tractor equipment. In the meantime much of the horse-drawn equipment 
had worn out or become obsolete. Not only had the kind of equipment 
farmers used changed, but its quality had changed also. Most tractor 
equipment is stronger than horse-drawn equipment and is built to last 
longer. However, by comparing investment in machinery with prices of 
machinery it is clear that, considering the quantity and quality of equip- 
ment, most farmers had less machinery in 1940 than they had had 10 
years earlier. Prices of farm machinery did not vary appreciably during 
this period, so that changes in its quantity followed about the same 
pattern as changes in investment. 

Investment values of machinery increased rapidly from 1940 to 1950 
on all types of farms. On Corn Belt farms, investment in machinery nearly 
tripled from the late 1930’s to 1950. Winter wheat farmers of the 
Southern Plains had not replaced old equipment during the series of 
poor crops in the 1930's. By the end of the decade their machinery was 
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worth about $1,800 per farm. During the 10 years following 1940, ang 
especially during the last five years, they bought a lot of new equipment 
Average investment in machinery in 1950 was nearly three times as hi 
as it was 10 or 12 years earlier. On most other types of farms the change 
in investment in machinery followed about the same trend. 

Cotton farmers on the Southern Plains and in the Black Prairie Region 
of Texas extended their investment in machinery even during the 1930s 
when investment in machinery on other types of farms was going-down, 
By 1950, these farmers had an investment in machinery three to fow 
times as large as it was in 1930, and two to three times as large as it was 
about 1940. 

Again, if investment is adjusted for changes in prices, a clearer picture 
is obtained of the amount of machinery on farms. At the end of the 
1940's, farmers had from 35 to 90 percent more machinery than they 
had had 10 years earlier. Corn Belt farms had from 55 to 80 percent 
more; dairy farms in central New York and southern Wisconsin had 
about 50 percent more; winter wheat farms about 70 percent more; 
spring wheat farms from 35 to 65 percent more. Cattle ranches of the 
Intermountain Region had about 45 percent more machinery, and cotton 
farms on the level lands of Texas had from 65 to 90 percent more. 


Change in Investments 


Change in total investment value from the late 1930's until the present 
time shows that current investment in most types of farms is now about 
two to three times higher than it was in 1937-41. However, in the 1937-4] 
period investments were only a half to two thirds of what they had been 
in 1930. Total investment dropped from 1930 until 1933 or 1934, and did 
not return to the earlier level until about 1943. On most types of farms 
this lower investment value was merely a reflection of a lower price level. 

On spring wheat farms in the Northern Plains area, however, the size 
of the average farm decreased noticeably from 1930 to about 1935. In 
addition, the severe drought of 1934 forced farmers to sell a large part 
of their livestock. It was 1940 before size of farm and livestock numbers 
returned to the level of 1930. Total investment value on these spring 
wheat farms did not reach the 1930 level until about 1944 or 1945. 
By 1950, total investment value, which includes about a 14-percent 
larger acreage, nearly 50 percent more machinery, and more productive 
livestock was about $28,000, or about 50 percent larger than it was in 
1930. 

In 1950, investment in other types of farms ‘varied from an average of 
nearly $70,000 in cattle ranches and cash-grain farms, to $9,000 in the 
average two-mule family-operated cotton farm in the Delta of Mississippi. 
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Change in Combination of Assets 


Types of farms vary considerably as to combination of assets. On 
cattle ranches where more than half the grazing is provided by publicly 
owned land on a fee basis, catile are the chief single item of investment. 
On January 1, 1950, investment in livestock averaged about $37,000 per 
ranch out of a total investment of about $70,000. On crop farms, land 
and buildings account for a large part of the assets. In 1950, total invest- 
ment averaged about $69,000 on cash-grain farms in the Corn Belt. 
Investment in land and buildings was nearly $55,000. Frequently, crops 
on hand made up a large part of the investment on these farms. On dairy 
farms and livestock farms of the Corn Belt, most of the capital is in- 
vested in land and buildings with a substantial additional amount in- 
vested in livestock. 


Changes in Distribution of Inputs 


Any real changes in investments frequently are hidden by shifts in 
the relative price of different classes of assets. Variations in the prices of 
real estate and machinery usually lag from several months to a few years 
behind changes in the prices of crops and livestock. In the meantime, 
the proportion of capital invested in the various classes of assets may 
have changed considerably without any real difference in the organiza- 
tion of the farm. 

Real changes in organization can be measured if these various assets, 
plus operator and family and hired labor, and other items purchased for 
use in the farm business, are converted to a common denominator. This 
can be done by applying a set of constant prices to all items used in 
production. Changes in the proportion of each input to the total will 
indicate the change in organization. These inputs vary a great deal less 
from year to year than investments, production, gross value of product, 
or other composite measures of organization. 

The two main inputs on nearly all farms are operator and family labor 
and annual cash inputs in the form of tractor fuel, machinery repairs 
and replacement, feed, hired labor, fertilizer, etc. These are also the two 
factors that have shown the most easily recognizable trends over the last 
20 years. On all types of farms studied, operator and family labor is 
becoming a smaller part of total inputs while cash inputs are becoming an 
increasingly larger part of the total. This does not necessarily mean that 
farmers are working any less, but rather that they are using more of the 
other factors of production. 

As pointed out earlier, the average number of acres per farm was 
greater in 1950 than it was in the 1930's, and farmers used more ma- 
chinery and fewer horses than they did in the earlier years, but the 
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proportion of inputs in the form of real estate and working capital ye. 
mained about the same. 

Farmers are buying an increasingly larger proportion of the item; 
used in production. 


TaBLe II. Casn Inputs As A PERCENTAGE OF TOTAL INPUTS, SELECTED Typgs op 
Farms* 1930 to 1950 


Location and 


~ 


type of farm 1930-34 1935-39 1940-44 1945-49  j95) 
Central New York dairy farms 54 52 57 60 64 
Corn Belt hog-beef fattening farms 42 46 45 46 4] 
Southern Plains winter wheat farms 39 38 41 45 48 
Black Prairie cotton farms $1 33 37 43 4] 
Intermountain cattle ranches 41 39 43 49 55 


“Cash inputs are cash or cash equivalents, including building and machinery 
repairs, replacement, and depreciation. ; 


As frequently happens with summary trends of this kind, these figures 
represent a net trend of a generally increasing proportion spent for 
operation and purchase of machinery, and a decreasing proportion for 
hired labor. On dairy, Corn Belt, and cotton farms of the Southern Plains 
and the Black Prairie of Texas, expenditures for purchases and operation 
of power and machinery were less than 10 percent of total inputs in the 
first five years of the 1930's. During the last five years of the 1940's, these 
expenditures averaged about 20 percent of total inputs. On wheat farms 
in the Great Plains, these expenditures were from 15 to 20 percent of 
total inputs in the early 1930's, compared with 30 to 35 percent in the 
late 1940’s. Hired labor represented a decreasing proportion of inputs on 
most types of farms, but on dairy farms it accounted for about four to 
nine percent of total inputs, with almost no indication of an upward or 
downward trend during the period. On hog-dairy farms in the Corn Belt 
hired labor represented a slightly larger proportion of total inputs in 
recent years. Purchased feed constituted from a fourth to a third of total 
inputs on New York dairy farms, with a tendency toward the large 
proportion in recent years. 

Production on all types of farms has increased and, on most of them, 
it has increased faster than inputs. But on cotton farms of the Blac 
Prairie, inputs have about kept pace with production, and on cattle 
ranches of the Intermountain Region, inputs have risen faster tha 
production. Ranch acreages are larger, more power and machinery ate 
used, slightly more labor is hired, although total labor used has gone 
down, and other operating expenditures have risen. Total cash inputs 
on cattle ranches were about 75 percent higher in 1950 than in the early 
1930’s, whereas all inputs were a third higher. 
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Change in Farmers’ Financial Position 


An analysis of changes in size and organization of farms cannot be 
separated entirely from changes in prices. Farmers produce different kinds 
and amounts of goods and use various kinds and amounts of materials 
and labor, depending upon the relative prices of these items and the 
margin between income and costs of various enterprises. It is our purpose 
to examine briefly the effects that these changes have had on the financial 
position of farmers. 

One measure of financial strength is the ratio of operating expense, 
including depreciation, to gross farm income. In each of the five postwar 

ears, this ratio was lower than the average of the five prewar years, 
1937-41, for nearly all types of farms. This means that in recent years 
farmers have retained more out of each dollar of gross income for family 
living, saving, or reinvestment in the farm business. Generally, these 
favorable ratios are attributable to higher yields, higher production, and 
higher prices. However, higher yields, production, and prices do not 
necessarily mean larger margins on all types of farms. In 1949, the large 
cotton crop made it necessary to hire more than the usual amount of 
additional help for picking. With a relatively high price for cotton and 
a strong demand for labor, wage rates went up, and total operating 
expense took a larger part of the gross farm income than in any other 
postwar year or the average of the five prewar years, 1937-41. 

A second measure of the financial position of farmers is the ratio of 
net farm income to investment. During 1937-41, the average net farm 
income was from a twelfth to a third of total investment. On most types 
of farms it was about one seventh. Because of the relatively low levels of 
net farm income during the latter part of the 1930’s, nearly all of the 
income was used for family living. This left very little for saving or 
investment in the farm business. By 1950, this ratio had become more 
favorable, and on most farms net farm income was a fifth of total invest- 
ment. With the much higher level of income, this left a great deal more 
of the net income available for savings and investment. 

These wider margins do not indicate the same degree of security to a 
farmer who has recently borrowed large sums to buy and operate a farm 
that they do to established farmers. Interest payments, as well as family 
living and payments on principal, must come out of net income. But even 
including interest on current investment at existing rates of interest, the 
net return to the operator in terms of prewar prices is still above prewar 
levels on most types of farms. However, if a farmer is to buy and pay 
for a farm out of income, a continued high level of income for several 
years is essential. 
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Summary 


In presenting the changes that have taken place on 16 types of farm; 
over a period of 20 years, some detail is unavoidable. At the risk of oye. 
simplification, I shall try to summarize those changes. Currently, typical 
farms are up to 40 percent larger than they were 20 years ago, They 
average about 20 to 25 percent larger. The quantity of machinery on ql 
farms in the United States doubled from 1941 to 1950, but the com. 
mercial family-operated farms in the BAE series have acquired additional 
machinery at a less rapid rate. They now have from 35 to 90 percent more 
than in the late 1930’s. Changes in production from the late 1980's to 
1950 vary from practically no increase on Black Prairie cotton farms and 
on cattle ranches to more than double on winter wheat farms. Production 
on most types of farms was 25 to 70 percent higher in 1950 than ip 
1937-41. Total investment increased two to three times during the same 
period, although it should not be forgotten that the low prices in the 
late 1930's pulled investment values down to the lowest level in many 
years. ‘ 

The amount of family labor used in farm production has remained 
relatively unchanged, and the amount of labor hired has gone down 
Farmers are using more of other factors of production, land, and working 
assets. Cash inputs—tractor fuel, machinery repairs, building repairs, 
fertilizer, seeds, etc., are becoming a larger part of total inputs. 

Farm operating expenses have risen, but incomes have risen even more. 
Ratios of income to investment were more favorable in the late 1940s 
than they have been at any other time in the last 20 years. 
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IMPLICATIONS OF TRENDS IN FARM SIZE 
AND ORGANIZATION 


KENNETH H. Parsons AND Wyn F. OwEN 
University of Wisconsin 


T IS our intention here to comment on the significance of some of the 

general adjustments now under way in the organization of farms in 
the United States. Our remarks are not intended to be an adequate 
summary or review of the detailed facts about changing farm size. We 
note only certain components of the situation and focus attention on the 
meanings we derive from them. 


I 


The broad outlines of changes in farm size and farm organization are 
fairly clear and well known. The United States has increased farm pro- 
duction some 40 percent since before World War II. Available statistics 
indicate that this increased output has been due not only to innovation 
and improved manipulation of production factors; there also has been a 
significant increase in total productive inputs associated in the farming 
industry.2 Furthermore, it is estimated that the number of farms in the 
United States decreased 12 percent between 1940 and 1950.’ This has 
been in keeping with a similar trend in preceding decades.* These facts 
vividly imply that one of the impressive phenomena of recent years has 
been a considerable increase in the scale of operations of farms as busi- 
ness units.* 

This is itself significant. At the same time it is true that many of the 
important social and economic implications of recent trends arise more 
directly from changing relative intensities of factor utilization, associated 
with, but not necessarily reflected in, changing scale of operations as 
such, We shall just note the general directions of such changes, but before 
doing so we would add and stress the fact that it is not merely the flow 


*By 1948 total productive inputs in agriculture had increased 22 percent over the 
base period 1935-1989, USDA, Statistical Bulletin No. 83, Farm Production Practices, 
Costs and Returns, p. 74. 

*We are indebted to Dr. Margaret Hagood for this and other estimates from a 
forthcoming Wisconsin bulletin: Rural-Urban Migration in Wisconsin, 1940-1950. 

*See Sherman E. Johnson, Changes in American Farming, Misc. Pub. 707, USDA. 

“Increasing scale of operations involving a summation of all productive inputs is 
accepted as the ultimate meaning of size of farm, in agreement with most writers 
who have subjected the term to careful definition; e.g., J. D. Black in Production 
Economics, Holt, 1926, G. W. Forster in Farm Organization and Management, 


_ Prentice-Hall, 1946, 
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of particular factors that is important. Their changing form also demang 
very careful analysis. 

Increasing farm output in the United States has paralleled a fair} 
constant crop acreage and a decrease in total manpower. Although 1. 
tional figures show an increase in the area of land in farms, the revery 
tendency is true in most farming regions outside the grazing areas, }, 
fact, on the basis of crop acreage figures and the claims of losses in 
fertility through erosion and extractive farming, there is reason to assum 
that in recent decades total land resources in farms may well haye 
shown a net decline. There is no doubt about a decline in farm labo, 
Rural farm population decreased by approximately 15 percent betwee 
1940 and 1950 in terms of 1940 definitions.’ Indexes of total farm ep. 
ployment have been falling for several decades and particularly during 
the last 10 years. 

However, as already mentioned, total resources employed in agricil. 
tural production have been increasing. In aggregate terms, inputs of 
capital have more than offset reduced labor inputs and possibly decreas. 
ing farm land resources. The overwhelming fact in recent trends in fam 
size is the increased application of capital resources.* Accordingly, we 
need more information than we yet have on changing forms and cond 
tional rates of application of farm capital, for adequate appraisal of the 
changes taking place in the organization of farms. 

Changes in area size of farms do not adequately reflect variations in 
the scale of their operations and organization. There is a real need fo 
more detailed combined analyses, in locational context, of adjustment 
in capital and labor along with land. However, with a decreasing nun 
ber of farms and a changing allocation of land to individual units, it i 
obvious that land, as well as capital, is playing an important part in 
current changes in the scale of operations of farm businesses. 

The outstanding general fact revealed in recent trends in farm ara 
size statistics is the concentration of farm lands in larger spatial unit 
In Wisconsin, to take one state as an example, the average size of fams 
is increasing at an impressive rate. The total number of farms declined 
about 15 percent from 1940 to 1950, with a slight increase in total land 
in farms. There were increases in the number of farms under 10 acres 
in eight counties with industrial cities, and in a few counties in th 
recreational areas. But the characteristic change in Wisconsin has bea 
a decline in the number of farms under 100 acres, and. appreciable it 


*Dr. Margaret Hagood, op. cit. 
‘For example, the index of total farm power and machinery (base 1935-39-10) 
was recorded as 163 in 1949. Equivalent indexes for animal units of breeding live 


stock and fertilizer utilization stood at 119 and 276 respectively in 1949. Agricultutd f 


Outlook Charts, USDA, 1951, pp. 4, 5, 10. 


a 


creé 
lan 
fro 
in 
adj 
not 
is € 
the 
ten 
am. 
pa 
ha 
I 
tov 
fa 
que 
gi 
not 
fa 
im 
po 
to 
kn 
pr 
the 
Fa 
SOI 
va 
fac 
us 
In 
Mc 
me 
ho 
in 
Re 


IMPLICATIONS OF TRENDS IN FARM SIZE 895 


creases in the number of farms over 140 or 180 acres. The acreage of 
land in Wisconsin farms under 100 acres declined by about 25 percent 
from 1940 to 1950; there was an increase of about the same proportion 
in acreages in farms over 180 acres. 

Sample county comparisons in a few other states indicate comparable 
adjustments for their types of farming. Furthermore, this phenomenon is 
not limited to the United States. For instance, the same general tendency 
is evident in Australia,’ in spite of its far more active policy of favoring 
the family farm unit,® or as the Australians aptly call it, the “home main- 
tenance area.”® Even in England and Wales, a decided tendency toward 
amalgamation of small holdings has replaced a previous trend toward 
partition and dismemberment. Since 1933, only holdings of over 300 acres 
have been increasing in numbers in England and Wales.” 

In all three countries there is, in terms of area size, this tendency 
toward an increasing importance of large family farms and of larger than 
family farms. Which is of most significance we believe to be still an open 

uestion. We do not feel that the evidence is sufficiently conclusive to 
give unqualified support to Sherman Johnson’s generalization that: “More 
noteworthy than the growth in large-scale farming (is) the shift to larger 
family farms within all size groups of 100 acres and over." 

There is no doubt that, while the small family farm is declining in 
importance, the family farm as such still remains by far the most im- 
portant operational unit throughout American agriculture.’* It still tends 
to form the modal group. One also gets the impression, although we 
know of no up-to-date studies dealing directly with this point, that the 
predominant process by which the noted adjustments are being made, is 
the gradual assimilation of tracts of land by established going concerns. 
Farmers who were well equipped in 1940, and especially those with 
sons who were interested in farming, have reaped the harvest of ad- 
vantage that accrues to real going concerns in times of prosperity. The 
fact that recent adjustments undoubtedly have been in the direction of 
using labor on family farms more effectively supports this contention. 
In Wisconsin, as is evidently the case generally, our farmers are getting 


"See statistical appendix to article on “Farm Size” by F. H. Gruen, Review of 
Marketing and Agricultural Economics, N.S.W. Dept. of Agriculture, March 1949. 

*This policy includes a progressive land tax; compulsory resumption and resettle- 
_ of extra large holdings; and limitations on the purchase of land by existing land 
olders. 

*Defined as sufficient land to support an average family in average circumstances 
in an average season. 

”D. K. Britton, Are Holdings Becoming Larger or Smaller? Agricultural Economics 
Research Institute, Oxford, 1950. 

“Sherman E. Johnson, op. cit., p. 53. 

"See Special Report, 1945 Sample Census of Agriculture, Table 29. 
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along with less and less hired labor; for example, it has been estimated 
that there was a 25 percent decrease from 1944 to 1949," 

Hence, it is not to be denied that there has been a shift of land t 
larger family farms, nor that this shift has been in keeping with mop 
efficient resource utilization. Nevertheless, it is also true that, with ming, 
exceptions throughout the country, the most important relative increase 
in number of farms have occurred in those area size brackets thy 
obviously exceed the locational demands of the efficient family fam, 
Admittedly these size groups still constitute only a small fraction of total 
farming units. However, in terms of area of land they are far mor 
important, and the rapid rate of increase in their numbers should not be 
passed over lightly. 

Before proceeding further, we would emphasize that trends in the 
size and organization of farms are only of a marginal character. Indeed, 
uniformity through time is really the most noticeable characteristic of 
the structure of agriculture. This warns us against reading too much 
into discernible changes in detailed aspects. We hope not to lay ow. 
selves open to this charge in the remarks that follow. 


II 


The economic climate has been particularly conducive to changes in 
farm organization in the last decade. The prosperity of the war and 
postwar years has brought some significant characteristics into bold re 
lief. In anticipation of the consideration of some specific issues which 
appear especially significant, we should perhaps note a few of the gen- 
eral adjustments in process which give meaning to the more particular 
happenings. 

During and since World War II, the increase in wages of hired workers 
has been without parallel in our history. The rise for industrial workers 
from 1935-39 to March 1951 was 324 percent. Wages of farm worker 
have increased 296 percent during this same time.’* As a parallel trend 
there have been impressive adjustments in the economy of labor utiliza 
tion on farms, particularly in crop production. One aspect has been the 
decrease in the number of regular hired men on farms, which in itsel 
has made farming more dependent upon the family as a source of labo. 
Correlatively we can expect seasonal and migratory labor to be acquiring 
at least a more strategic role. 

Second, the price stabilization program of recent years, together with 
the expectation that future farm prices will be stabilized within the 


* Dr. Margaret Hagood, op. cit., p. 46. 
“Computed from The Agricultural Situation, June 1951; the farm wage index i 
for April 1951. 
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limits of tolerable price floors, has undoubtedly contributed to the in- 
crease in scale of operations of farms. The general principle appears to 
be that as price risks are reduced, comparative advantage shifts toward 
both technological efficiency and investment. 

Third, there seems to be something like a glacial drift of greater dif- 
ferentiation of economic function within our farm economy. This has 
the consequence of accentuating the problems of combining in one farm 
family the investment, labor, and management functions. Stated converse- 
ly, some of these developments are giving investment-minded people 
something of a field day in American agriculture. 

Finally, the increase in size of farms and decrease in labor utilization 
are only the converse side of the reduction in the proportions of persons 
living on farms. This poses a number of policy issues which may be of 
the greatest moment for agricultural institutions and policy. 


While regular hired labor has decreased, it would appear that re- 
liance upon seasonal and migratory labor in the specialty crops has 
continued to increase. Also custom work in general farming operations, 
in many areas, remains important. In terms of changes in farm organiza- 
tion, one of the more interesting developments is the tendency for 
managerial responsibility in the production and harvest of canning crops 
to be assumed by the factory, which is able to employ gang labor. Thus, 
the thinning, hoeing, and harvesting of tomatoes and the harvesting of 
peas and corn may now often be classed as a factory job. In such cir- 
cumstances the farmer does little more than work the land and provide 
the space for the crops. 

We are all familiar with the vast problems which are associated with 
seasonal and migratory labor—problems of wage standards, housing, 
education, and social security. These problems are demanding greater 
attention. We still have necessarily seasonal types of agriculture where 
job opportunities cannot compete for resident workers on a full-time 
basis. Also we are farming in the United States in a high-wage economy 
bordered on the South by overpopulated, low-wage economies. In terms 
of employment, we have in agriculture all kinds of conditions which are 
characteristic of unorganized seasonal, competitive industries. We have 
enlightened employers who are finding that good housing and living 
accommodations pay off in an improved working force. But we also have 
exploitation and abuses of many kinds. One of the complexities of this 
problem is that the size of the labor force, and consequently the level of 
wages, is a direct function of the immigration policy for admitting foreign 
seasonal workers. The President’s Commission on Migratory Labor has 
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made a thorough and bold report on the subject. This problem, as po 
other, forces us today to follow in the footsteps of industry, by givin 


closer consideration to questions of labor standards, working conditions, 
and social security in agriculture. 


IV 


It may be useful in this discussion to remind ourselves of the extremely 
difficult task which American farm families undertake in their aspirations 
to own and operate efficient farms in this age of science and technology, 
In almost all old countries there has developed a two-class system of 
farming: the few wealthy and large-scale farm owners and operators, and 
the many with small farms, small scale of operation, or without any sig. 
nificant hold on the land. Many thoughtful people are uneasy about the 
future of American farms on this very score: is America drifting toward 
a two-class agriculture—even in the Middle West, the traditional strong. 
hold of family scale operations? 

This issue leads us into the question of the ownership of farmland, 
such statistics as we have do not indicate very striking changes in the 
above direction.’® In fact, the recorded fall in the proportion of tenant 
operators of farms over very recent years has been of such a magnitude 
in many areas as to blanket significant trends we feel still to be going on. 
In actual fact, our information on this point of ownership of farmland is 
most inadequate. This reflects in part, no doubt, the intense preoccupation 
of economists with the mechanical analysis of operating efficiency. But 
there are other contributing factors, including the difficulty of getting 
accurate information on what is felt to be intimate or personal matters. 
Nevertheless, we urgently need much more information on possible 
changes in the pattern of farm ownership if we are to be intelligently 
informed about what is actually happening to farms in the United States. 
Not the least of the reasons for this need is to be found in the fact that 
the really devastating consequences of inflation are upon the capital 
structure of an economy. 

One picks up remarks all over the Middle West these days about 
possible significant happenings in this connection; city money seeking a 
haven from inflation through buying farms; corporations buying farms 
in real numbers—as the Curtis Candy Company in Indiana; persons buy- 
ing farms purely as good investment. 

So far as we are aware no one has ever made a study of the influence 
of the high federal income taxes upon the purchase of farm land. It seems 
clear, however, that allowable practices of deducting farm operating loss 


**For the Midwest see: Barlowe and Timmons, Farm Ownership in the Midwest, 
Iowa A.E.S. Res. Bul. 361, June 1949. 
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from taxable income has given persons of high income, mostly city people, 
a different cost-returns relationship from that most farm people enjoy. 
For several years, complaints have been made by local farm boys about the 
utter impossibility of competing with city money in an open market 
in buying farms within easy driving distance of Chicago. This issue could 
be investigated. 

But there is a still deeper aspect to this question. Where else, other 
than real estate, can savings be invested? Not many years ago, one heard 
comment after comment that bankers were advising people concerned 
with safety and earnings in investment to buy either real estate or gov- 
ernment bonds. The inflation since World War II seems to have shaken 

eople’s confidence in the wisdom of bond buying. If so, this promises to 
put still more pressure on the real estate market. One of the very great 
items here influencing the alternatives of investors is the separation of 
ownership and control in stocks of corporations. In practice this separa- 
tion has the effect not only of depriving the owners of stock of effective 
control over the industry; it also makes the ownership of stocks quite 
speculative.’ This, in turn, promises to divert more funds into the 
purchase of farm lands. 

Lest these remarks be misunderstood, two qualifying comments may 
be in order. First, we are not viewing with alarm; we are suggesting 
facets of the problem that seem to warrant notice and investigation. 
Second, as regards “investment” in farms we ‘need to make a clear 
distinction between investment which merely transfers property from one 
person to another, and investment in the general sense of adding to the 
stock of capital in an economy. However, it is true that a very substantial 
part of money invested by individuals in improved farms is a mere 
transfer of equities. 


The emergence of the profession of farm managers and appraisers now 
makes it practical to view farmland as a pure investment. This develop- 
ment may turn out to be extremely significant in the ownership and 
operation of farms. 

The President of the American Society of Farm Managers and Rural 
Appraisers, surveying the opportunities which lay before the profession, 
observed recently: 


“Interest rates are lower and the investing public will gradually find 
that they can: (a) choose a farm with confidence, based on a sound 
appraisal, even though they know nothing of farming, and may not even 


*No attempt is made here, of course, to do more than merely allude to these 
practices as a significant aspect of the alternatives of investors. For an analysis see 
Berle and Means, The Modern Corperation and Private Property, Macmillan, 1932. 
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see the farm. (b) Have the farm acquired and managed through a compe. 
tent service with the same degree of freedom from making management 
decisions as if they had bought oil or steel stock. 

“I think,” he continued, “the investing public will gradually become 
even more interested in land as a pure investment.”"" 


The President of the society, Mr. Elliot, seems to us to have stated 
admirably the essence of this development. Our only qualification of his 
comment would be that there is a difference between buying corporation 
stock and farmland as pure investment. With farmland, the investor also 
still buys the right to manage and control; whereas in the typical big 
corporation today, he does not; that is, in the kind of corporation whose 
stocks are freely purchasable on the exchanges. 

Just how to appraise this possibility of the development of a pure in- 
vestment in land is, of course, something else. So far as we are aware, 
there is no clear evidence that any way has yet been found to operate the 
general farms of America that is more efficient than the usual type of 
family farming. Consequently, the services of professional managers, 
used even more intensely than in the past, may simply strengthen the 
competitive position of farm families as farm operators. Perhaps the issue 
can be put more clearly by turning the statement a little; if the survival 
of the family type farm is to be seriously challenged, it is not likely to be 
on the open field of operating efficiency. 

However, the possible consequences of practical procedures for 
separating out pure investment as a sheer economic function may still be 
great. Obviously this question includes a lot more than the functioning 
of professional farm managers. What is really involved here is the differ- 
entiation of the property function in farm organization. If one were to 
pursue the analysis of this differentiation, he would likely find that asa 
society becomes more complex the property function has something of 
an independent career of its own. 

It may be quite suggestive of the possible relevance of this distinction 
to note that in western Europe, in France and Britain, for example, the 
regulation of landlord-tenant relations has reduced the owners’ rights of 
control of their property toward the limit of making the ownership of 
farms equivalent to that of pure investment in land. Control and invest 
ment are being separated, but the controls are becoming public controls 
Such practices have, of course, gradually evolved from situations where 
the function of the landlord was frequently only that of a collector of rent 
from the land. 


“F, E. Elliot, “Place of Professional Farm Management and Rural Be mri in 
American Agriculture,” Journal of American Society of Farm Managers and Appraisers, 
Vol. XIII, No. 1, April 1949, p. 9. 
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VI 


The concept of pure investment in land and the various ways in which 
it has been made operative may be quite significant in the analysis of the 
capital problem confronting American agriculture. No doubt all of us 
have been given pause many times lately, by the cost of acquiring an 
efficient farm; 40- or 50-thousand-dollar farm businesses are not at all 
uncommon and many families are currently operating farms worth two 
or three times as much. 

The accumulation of funds by farmers since 1940, the liquidity of 
agriculture, and the relatively low rates of debt incurrence are all im- 
pressive phenomena of these times. We have the impression, however, 
that much of the lushness of farm finance today reflects the advantages 
that accrue in prosperous times to farms already in operation as going 
concerns, with a reasonably adequate plant. For those who would start 
farming now, there may be an even greater advantage than usual to the 
young farmer who can get a start under the parental wing. If not here, 
then it would appear the start must in most cases be made from nonfarm 
employment. This is only an expression of opinion. There is need of more 
adequate information on this point. However, the general conditions of 
the case are quite clear; the real capital requirement for efficient farming 
is becoming greater. For that very significant proportion of future farmers 
who cannot be financed from family fortunes—probably more than half— 
reliance must be placed upon the capital market and credit and invest- 
ment institutions. 

Our cue here may be to differentiate in the loan rate a charge for 
management guidance—to reduce the operating risks—from a charge for 
more nearly pure interest. This would be something like putting the old 
Farm Security practice of supervised loans on a charge basis. Such an 
approach would require a careful appraisal of the productivity of capital 
and management, and a recognition of income earnings as security for a 
loan, rather than the “junk” value of the collateral. Only recently we ran 
across a case where a retired farmer loaned a young man, unrelated 
to him, with no assets other than his skill and integrity, $15,000 to get 
him started as a tenant farmer upon a 180-acre farm owned by a third 
party. The lender is charging seven percent interest and is visiting the 
farm and working with this young man, as many owners do in working 
with their tenants. 

This issue of meeting capital requirements is made more difficult now 
by the fact that so many of our lending institutions are operating upon 
the assumption that we are now in a period of inflation to be followed 
shortly by a collapse of prices. Obviously, if they are right, both the insti- 
tutions and the would-be borrowers who cannot qualify for loans will 
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be protected from great loss. However, the risks of such a course are no 
to be passed over lightly. For a conservative farm loan policy also mean, 
that a high proportion of farms over a period of years will be bought by 
members of well-to-do farm families or by outside investors, Should 
relatively high prices continue for 10 or 20 years, as many are predicting 
a literal following of the “normal value” concept of appraisal coyl, 
contribute appreciably to the failure of a full generation of financially 
disadvantaged farm boys to become farm owners.”* 


Vil 


It may be worth-while to give consideration to one or two genen| 
implications of the growing commercialization of agriculture—meaning 
by this a greater dependence upon market purchases of production jp. 
gredients, as well as production for sale. In broad outline, this adjustment 
is only one among many which more and more are blending city anj 
country within the United States. 

Beneath this closer integration of farms into the whole political and 
social fabric of the United States, there is running a current in the direc. 
tion of developing a new concept of responsibility toward the public. The 
more enlightened representatives of interest groups are clearly leading 
the way on this point. The support of the foreign economic aid programs 
of our Government by the leaders of major farm organizations, despite 
real opposition from some of their own commodity groups, is an illustn. 
tion. So is the recognition by labor leaders of the broader implications of 
wage issues—beyond mere job security—and by business leaders of the 
necessity for a distribution of the gains of industrial efficiency through: 
low margin of profit per unit on a large volume of output. These provide 
a basis for the recognition that the development of a broader public inter 
est can be achieved through a reasonable conciliation of private interests, 

In the case of farmers, this might be dismissed as a recognition of the 
inevitable, since farm population has dropped by about one sixth sinc 
1920, while nonfarm population has increased by about two thirds. The 
rural farm population is now only a little more than one sixth of the tot 
—and there is every reason to expect this trend of declining proportion ts 
continue. In 1940 almost half the states (23) had less than 25 percent 
their population on farms. 

But agricultural fundamentalism dies hard. It seems to us that agricul: 
tural administrators and leaders still should take seriously the point mate 
recently by Professor Charles Hardin that the political tactics being fl 
lowed by the agricultural interests in America are running against the 


** For a discussion of this problem in Texas, see Joe R. Motheral, Progress of Land 
Tenure Adjustments in a Family Farm Area of Texas, Ph.D. Thesis, Wisconsin, 1951. f 
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main currents of political development. Hardin concludes that the attempt 
to formulate agricultural policies within strictly agricultural circles and 
then present them to the legislatures has in it several risks of buying 
short-term gains at the expense of long-run losses.*° 


It is not unreasonable to interpret virtually all of the developments 
pointed to in these remarks against a basic contrast between a market 
economy of specialization and the traditional farm economy of a self- 
sufficient peasantry. The American economy is greatly influenced by 
market relations. Putting the issues in this context has the merit of per- 
mitting some possibly meaningful comparisons of the American situation 
with that of other countries. In some very illuminating remarks on French 
philosophy in the nineteenth century, the late G. H. Meade observed 
that the French Revolution failed on every point excepting one: the distri- 
bution of land to the peasants.” A part of this failure was the unsuccessful 
attempt of Napoleon to dominate Europe. But politically the conse- 
quences were devastating; the peasants became satisfied and wholly pre- 
occupied with their land-holdings and their cultivations. City and country 
have since been separated by a cultural and political void. The peasants 
have insulated themselves from the world by a devotion to traditional 
agriculture and endless hours of labor. 

In Britain, however, the pattern was different. The peasants were 
fenced off the land in the ruthless era of enclosures, whereby the peasants 
became a drifting mass of potential factory and hired farm workers. The 
consequence today of this is to be found there in a basic identity of 
laborism and nationalism. The British method of market economics forced 
the people torn from the land to become dependent upon the economy 
as a whole. 

The United States seems to be well on the way to achieving economic 
interdependence, in the British pattern, with a maze of basic market in- 
volvements facing the farm business. It is this which sets the problem for 
the survival of the family farm in America. 

The traditional viewpoint of the peasant—around the world—has been 
to cling to his land, keep market risks to a minimum, and ask only that 
his government leave him alone. The first principle of the politics of 
American farmers is a reliance upon government action to help them 
achieve tolerable economic security in a market economy. Circumstances 
of population, political procedures, and economics all contribute to force 
the American farmer into an integrated relationship with other groups in 


“Charles M. Hardin, “The Politics of Agriculture in the United States,” this 
Journal, Vol. XXXII, No. 4, Part I, November 1950, pp. 571 ff. 


”G. H. Mead, Movements of Thought in the 19th Century, Univ. of Chicago Press, 
1936, Appendix. 
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the society. As a minority group he cannot hope to retain privileges of 
isolation. There may be many roads to the further integration of agricul. 
tural people into the total political economy of our times, but such integra. 
tion appears to be a prerequisite to general economic and social progress 
If so, this helps to set the problem of world economic development. 


DISCUSSION 


H. K. Leckie 
Council of Canadian Meat Packers 


I think we would all agree with Mr. Vermeer that he was handed a rathe; 
tough assignment in tracing the trends in farm size and organization in the 
United States in the relatively short time allotted to him. However, he wisely 
limited his field by endeavouring to pick out general trends common to most 
farm types, and where necessary to indicate variations and differences. 

It is evident that the existence of an unbroken series of farm management 
data is ay useful in keeping tab on changes in farm size and organization, 
Although the BAE series extends only back to 1940 and covers only 16 main 
types of commercial family farms, it is more complete than anything we have 
in Canada. We usually have to rely mainly on census data, and at the present 
time are awaiting with interest the tabulation of 1951 records. Periodic farm 
management studies do afford a useful but irregular series of stepping stones, 
Some of our studies, such as the dairy farm business projects, which our Chair- 
man, Dr. Patterson, has been associated with, have extended over more than 
one year. Here at the Ontario Agricultural College, continuous cost records were 
maintained for several years in the 1920's, then discontinued. In 1946 a con- 
tinuous farm management project was started, and resembles in miniature the 
BAE project. 

As Mr. Vermeer pointed out near the start of his paper, there are always 
difficult problems in the selection of an adequate measure of farm size. He 
mentioned the most commonly used measures together with their shortcomings, 
but I was interested to note that he made no mention of productive man work 
units. Apparently the “total input” measure used in the BAE studies is con- 
sidered to be more satisfactory on the whole, although Mr. Vermeer did not 
go into the technical problems of computing this measure, of which there must 
be several. The table presented, showing the actual and percentage changes 
in total inputs by farm types in various periods, is very informative. 

The most significant changes in farm business organization which he dis- 
cussed were: 


(a) mechanization 

(b) amount and distribution of farm investment 
(c) amount and proportion of inputs 

(d) changes in farmers’ financial position 


To me the increasing farm mechanization is the most significant of these trends. 
In fact, most of the other changes noted tie in rather closely with mechanization, 
if they are not directly a result of it. 

I was rather interested to note that the average U.S. farmer had a smaller 


d 
0 
‘ 


TRENDS IN FARM SIZE AND ORGANIZATION—DIsCUSSION 905 


inventory of machinery in 1940 than in 1930. On checking, I found the 
same situation existed in Canada. Presumably a good deal of depreciation was 
written off in the 1930’s when the rate of replacement was low, and labour was 
not such a pressing problem. 

With machines changing rapidly in price, type, and capacity from 1940-50, it 
is hard to keep comparisons straight, but Mr. Vermeer presents rather con- 
vineing evidence of the changes by various farm types. In Canada the same 
trend has been in evidence. 

Comparisons of farm investments are always subject to the limitations 
of valuation techniques, particularly in the case of the farm property itself. 
As Mr. Vermeer points out, changing price levels, as well as changing farm 
size, affect the total investment. I thought that it might have been well to 
introduce percentage figures in discussing the changes in combination of farm 
assets. 

Changes in the nature of farm inputs were brought out by computing cash 
input values based on constant prices. On this basis, it is significant to note 
the less important place now occupied by labour among other input factors on 
most farm types, particularly those tending most readily toward a high degree 
of mechanization. While Mr. Vermeer did not say so, decreasing size of farm 
families and freer movement of farm boys to urban employment are closely as- 
sociated with this trend. 

Two measuring rods were applied to indicate changes in farmers’ financial 
status. A decrease in the “operating ratio” was noted in recent years, attributed 
to higher total production, yields, and prices. Probably the higher value of 
output per dollar of input is not much more than is required to allow a margin 
of reserve for increasing vulnerability to price changes or crop failure. 

The second financial yardstick applied—the ratio of net farm income to in- 
vestment—also shows an improved picture. Even with larger investments today, 
successful farmers can apparently hope to get out of debt faster, providing 
they prove capable of managing their personal finances wisely. I am fairly sure 
that this ability has not increased as rapidly as farm income. The a?" con- 
cern over family farm business espe ine indicates this to the case. 
As Mr. Vermeer pointed out, farmers whose capital has been accumulating over 
the past few years are in a considerably sounder position than those just now 
starting or fairly recently established. 

Until the 1951 agricultural census results are available in Canada, we lack 
considerable statistical evidence as to farm trends, particularly in the 1941-51 
period. However, recent farm management studies and other data indicate that 
the trends are very similar to those already noted in the United States. Any 
differences are largely in degree. Our range of farm types is somewhat narrower 
than in the United States, but the same tendencies toward larger operating 
units, a higher degree of mechanization, higher capitalization, and greater pro- 
portion of cash inputs are in evidence. As in the United States, the commercial 
family farm is the predominant type of farm business organization. 

So much for the facts—now what of the implications? 


Implications 


In view of the time available, Mr. Myers and I arrived at a working agree- 
ment that he would concentrate on the paper prepared by Mr. Owen and Mr. 
Parsons. Therefore I will confine my remarks on the second paper to certain 
phases which are of particular interest to me. 
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I am especially concerned with the implications of these trends insofar as they 
seem likely to affect the future of the family farm. Already we have had ty 
have a re-definition of a family farm with reference to the constitution of its 
labour force. No longer do we consider that family labour need constitute the 
bulk of labour inputs. Perhaps, as Dr. Parsons and Mr. Owen suggests, the next 
stage will consist of an adjustment in the capital-ownership position. If farm 
land becomes more and more expensive, it is possible that efficient fami 

farm business units may not be able to afford to own all their fixed capital. In 
Canada, farm tenancy is much less commonplace than in the Corn Belt, al- 
though in western Canada various systems of cash and crop share renting are 
much commoner than in the East. Keeping the farm in the family is a tradition 
which dies hard in our older settled areas. 

In any event, the increasing difficulty being experienced by farm people in 
working out capital transfer arrangements from one generation to the next will 
not ge any easier as farms become larger and more highly mechanized. Maybe, 
as the writers suggest, it is too much to expect that investment, labour, and 
management functions can continue to be adequately combined in the one 
farm family unit if the average size of the farm firm continues to increase. 

Personally, I view with rather mixed feelings any rapid trend toward a greater 
flow of private risk capita] into agriculture. While in many respects agriculture 
has been hampered by capital rationing in the past, I find it hard to long for 
-the day when professional farm management and appraisal services will 
permit farm ownership to pass freely into nonfarm hands. Once farming yields 
some of the philosophic strongholds inherent in a system of family farms 
owned and operated through successive generations, I feel that our rural life will 
lose much of its present strength and stability. I am inclined to agree with 
Dr. Parsons’ and Dr. Owen’s conclusion “that if the survival of the family-type 
farm is to be seriously challenged, it is not likely to be on the open field of 
operating efficiency.” 

I am not unduly concerned over the possible undesirable effects of farm 
mechanization. Systems of cooperative and custom use of farm machinery, 
supplementing outright ownership of a few key machines, should enable farmers 
to keep machine overhead costs to a reasonable level. One of the commonest pit- 
falls is the tendency to buy untested machines, which involves a whole series 
of associated new management practices soon obsolescent. All in all, however, 
I am inclined to believe that the strictly economic implications of changing farm 
scale and organization will in the long run be secondary to the possible social, 
political, and philosophic repercussions. 


DISCUSSION 


Max MYERS 
South Dakota State College of Agriculture 


Farm businesses are growing larger and more commercialized. These are the 
salient points of Mr. Vermeer’s paper and the points of departure for Dr. 
Parsons and Mr. Owen. We agricultural economists may and do raise interesting 
questions concerning the unit of measurement of farm size or the degree of in- 
crease in time or location. We can, and should, discuss what all this means to the 
farmers and to the nations, but we should not let our questioning and discussion 
obscure the reality of the trend toward larger farm businesses. 


<<< 
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Although I hold a normal professional desire to question, alter, or supplement 
Mr. Vermeer’s presentation just on general principles, I do not find myself able 
to do so to any serious extent. Mr. Leckie has already touched on several items 
of importance. I find myself in agreement with what has been stated. 

I do wish to emphasize the important trend toward complete mechanization. 
This is increasing the productivity per unit of labor, particularly of family labor. 
| wonder whether we in farm records work have not lagged behind the trend 
when we attempt to put an equivalent value on family labor. We probably 
underprice the farm-boy mounted on a modern hydraulic-equipped, almost jet- 
propelled tractor, bearing or towing the latest in automatic, supercharged 
equipment. 

Messrs. Parsons and Owen have listed several developments related to 
changes in farm size and organization and outlined implications thereof. One of 
these is the increase in wage rates for farm labor, consequent reduction in use 
of regular hired men, and the increasing importance of family labor and 
seasonal hired labor. 

It seems to me that the more important of the implications for the majority of 
farms is the increased proportionate use and productivity of family labor made 
possible by mechanization and specialization. However, in a community where 
the increased emphasis on seasonal labor may apply, the sociological implica- 
tions probably will be more noticeable and serious, and will bear on the whole 
community, not just on agriculture. 

Another interesting development mentioned by Messrs. Parsons and Owen is 
that of a “glacial drift of greater differentiation of economic function within our 
farm economy.” They followed this with a discussion of ownership of land by 
investors, the growth of professional management services, and the effect of 
increased capital requirements on prospective farmers. 

Undoubtedly, as total capital investment per farm increases, there is more 
opportunity for a differentiation in economic functions. The increased impor- 
tance in the land market of investors and the activities of professional managers 
are more noticeable in the vicinity of large cities than they are in the wide open 
spaces. In my State of South Dakota, for example, a careful study of land sales 
during the period 1940-1951 did not discover any important amount of invest- 
ment buying or any serious effects thereof. 

The difficulties of capital accumulation and of obtaining land ownership have 
been mentioned. I am of the opinion that the over-all process for the farmer of 
attaining a desirable level of family living and becoming an owner is faster, 
easier, and more comfortable today than in previous decades. However, the 
first steps in the process, those involved in getting into farm operatorship, may 
be more difficult. 

The possibility mentioned of provision of management guidance to young 
farmers, at an increased interest charge, but with decreased requirements for 
owned equity, raises again the interesting question of responsibility. If young 
Farmer Jones loses several thousand dollars on a venture instituted by the urg- 
ing of his “official” farm management advisor, then who is responsible, legally 
or morally? This could have political and policy aspects. 

The reading of these papers did not arouse in me any strong feeling of disa- 
greement on major issues. Rather it started me thinking of other implications 
of the trends toward larger, more commercial farm businesses. I wish to mention 
several of my preliminary mental speculations. 

On the economic side, the trends in farm size and organization which have 
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been mentioned point to an increase in facilities for servicing the larger anq 
more specialized farm businesses. This implication and others indicate that there 
will be increasing interdependence among farmers, and among farmers and 
other businessmen. 

It seems to me that there are many sociological implications of these trends 
These include: 


1. Possibility of considerably decreased birth rates in the long run on more com. 
mercialized, specialized family farms. 

2. Need for increased educational effort with all age groups of farm people, along 
technical, business, and policy lines, in order to keep up with the problems of , 
“snow-balling” technological advance. 

8. Some adjustments in social institutions and services which may have fewer 
families of people more interested in writing checks for donations than iy 
donating personal services. 

4, Changing rural attitudes toward business practices and ethics, as well as toward 
other social values, leading to a narrowing between rural and urban attitudes, 


The discussion and speculation are interesting and pleasant. The continuin 
trends in farm size and organization are very real. They do not wait for 
economists and sociologists to call the signals. It is our task to keep pace and 
to look beyond today’s reports. 
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AGRICULTURAL COOPERATION 
Chairman: J. E. Lattimer, Westmount, Quebec 
DEVELOPMENTS IN CANADIAN COOPERATION 


VERNON C, FOWKE 
University of Saskatchewan 


HE midpoint of a century is an appropriate time for stock-taking in 

many lines of activity and, in this regard, cooperative activity is no 
exception. This is one good reason why an assignment to outline the de- 
velopments in Canadian cooperation is an attractive one. A further reason, 
which becomes apparent upon examination of the relevant data, is that 
the over-all picture of Canadian cooperative activity can be outlined in 
such convenient round numbers. Among the relevant facts are the follow- 
ing: first, that Canadian commercial cooperatives are currently doing a 
business of a billion dollars a year;! second, that this represents an in- 
crease of 500 percent over the prewar figure; and third, that over 90 
percent of the business of Canadian commercial cooperatives is agricul- 
tural in origin, with four fifths of it representing the marketing of farm 
produce and the remainder made up largely of the purchase of farm 
equipment and supplies. Considerably less than 10 percent of the total of 
cooperative commodity transactions in Canada is made up by the sales 
and purchases of fishermen’s cooperative organizations and by the 
purchases of consumers’ goods for rural and urban dwellers. The latter 
may properly be regarded as consumers’ cooperative activity, and its small 
proportions are a significant but well recognized feature of the Canadian 
cooperative picture. 

Apart from the commercial cooperatives, which we may define as those 
which deal in commodities, there are in Canada a great and increasing 
variety of service cooperatives. More will be said of them later. At this 
point we need only note among them the predominance of financial -co- 
operatives, such as credit unions and those dealing in insurance, the latter 
comprising particularly the numerous and well established farmers’ 
mutual fire insurance companies. A total of approximately 400 farmers’ 
mutuals carry a total fire insurance risk of 2.25 billion dollars. 

Since Canadian cooperatives market farm produce to the value of 800 


*Data on Canadian cooperatives are assembled and compiled by the Economics 
Division, Marketing Branch, of the Canadian Department of Agriculture, and are pub- 
lished in the Annual Summary of Co-operation in Canada, issued by the Department. 
The text of the Nineteenth Annual Summary, to be published in August, 1951, was 
= available to the author through the courtesy of the staff of the Economics 

ivision. 
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million dollars a year, it is obvious that they are of substantial relative 
importance in the agricultural marketing field. For the cooperative year 
ending July 31, 1950, it was estimated that cooperatives handled 35 per- 
cent of all Canadian farm produce entering commercial channels, Fo; 
grains, the cooperative proportion was 60 percent, and for all other farm 
produce as a group, 25 percent. Over the past 10 years Canadian qo. 
operatives have increased their share of total marketings of all farm 
produce and of all the major classes of such produce.’ While they now 
handle appreciably more than one third of all farm produce, in 194] they 
handled less than one quarter of the total. 

The marketing of grains comprises upwards of one half of Canadian 
cooperative marketing business. The relative gains of the cooperatives in 
this field have been less in recent years than in the handling of other 
commodities, such as livestock and dairy products. As early as the middle 
nineteen-twenties, Canadian cooperative organizations were marketing 
one half of the total grain crop of the country. Three of the four great 
grain handling cooperatives of western Canada, the three provincial 
pools, recently celebrated their twenty-fifth anniversaries. The fourth one, 
the United Grain Growers Limited, was created in 1916 by the merger 
of two already well established grain handling cooperatives, and traces 
its origins to the formation of the first of these in 1906. 

The magnitude of cooperative grain marketing business contributes to 
a pronounced regional concentration of Canadian cooperative activity in 
the Prairie Provinces. From one half to two thirds of the total dollar 
volume of cooperative transactions has in past years been accounted for 
by cooperative associations in these provinces. Saskatchewan associations 
alone have accounted for from one fifth to one third of the total. For 
1949-50 the Prairie Provinces’ proportion was one half, and Saskatche- 
wan’s was one quarter of the total marketing and purchasing volume 
combined. Considering the sale of farm produce alone, cooperatives in the 
Prairie Provinces did approximately 55 percent of the business, and 
Saskatchewan cooperatives approximately 30 percent in the same year. 
Cooperatives in Quebec and Ontario considerably out-distance those of 
any other province in the purchase of farm supplies and consumers’ goods. 
Quebec cooperatives purchased one quarter of all cooperative purchases 
in 1949-50. 

Over the past decade or two the purchasing, or farm supply business, 


*The percentages of various groups of commodities handled by Canadian o- 
operatives in 1949-50 are as follows with the corresponding percentages for 1940-41 
in brackets: Grains and seeds, 60.6 (49.7); livestock, 18.7 (12.3); dairy products, 27.9 
(16.1); fruits and vegetables, 35.8 (17.3); poultry and Ess 15.3 (11.1). Cf. Nineteenth 
Annual Summary of Co-operation in Canada, Cana 
1951, p. 6. 
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of Canadian cooperatives has increased steadily in relative importance 
as well as in absolute volume. In 1940, cooperative sales of farm produce 
were 10 times the value of cooperative purchases; in 1950 the corre- 
sponding ratio was only four to one. A list of the commodities and groups 
of commodities purchased cooperatively by Canadian farmers reflects the 
rural impact of technological changes which have occurred within the 
past generation. The substantial cooperative purchases of petroleum 
products and auto accessories form the most obvious case in point. Tractor 
fuels and greases produced by the cooperative refinery which was opened 
at Regina in 1935, the first one to be established on the continent, is the 
chief constituent of this item of turnover. Feed, fertilizer, and spray 
materials, which collectively constitute one third of the purchasing busi- 
ness of Canadian cooperatives, are, as a group, another evidence of 
changes in farming methods. Beginning with World War I and over the 
decades since, there have been revolutionary advances in the knowledge 
and processes relating to the preparation of livestock and poultry feeds 
and commercial fertilizers. Agricultural cooperatives have been actively 
engaged in the preparation and distribution among their farmer members 
of the products of the newer formulae. 

The decade and a half since 1935 has been a period of exceptionally 
rapid expansion in cooperative organization. Three quarters of the 
associations in existence in Canada today originated during that time.* 
In every province except Saskatchewan, the years from 1941 to 1945 were 
the most active in terms of the formation of new associations, and 
throughout Canada upwards of 1,000 were organized in that five-year 
interval. For Saskatchewan, the five-year period from 1936 to 1940 was 
particularly active with the formation of over 300 new associations. 

The continued expansion and increasing diversity of Canadian coopera- 
tive activity raise questions concerning motives and underlying philoso- 
phy. Is it possible to observe any single basic purpose behind the 
multiplicity of cooperative organizations and activities? If it is possible 
to do so, can we trace any uniformity in this purpose throughout the 
decades, or has the purpose been altered in its essential features from 
time to time? The answer to these questions is that Canadian cooperative 
activity has had and continues to have as its well defined and consistent 
objective the removal or amelioration of specific injustices within the 
economic structure. This answer, however, requires elaboration. 

There are two views concerning the proper function of organized 
cooperative activity in its relation to the general economic framework. 
It is regarded by some as an eventual alternative to the free enterprise 


*See J. E. O'Meara, “Some Aspects of Co-operative Business in Canada, 1948,” 
reprinted from The Economic Analyst, Vol. XX, Nos. 2, 3, 4 and 5 (Ottawa, 1950). 
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system, as well as to socialism and all other forms of statism. By others 
it is regarded as an effective instrument for the correction of some of the 
abuses of the free enterprise system, a means of making the existing eco. 
nomic system work with less friction. The former view finds expression jn 
the concept of the “cooperative democracy,” as advocated notably by Dr. 
J. P. Warbasse in the United States, as well as by a number of Canada’s 
cooperative leaders. Most Canadian cooperators, however, consider such 
a concept to be visionary in the extreme. They are nothing if not economic 
realists. They live in a free enterprise economy and, whatever their views 
concerning the ultimate social and economic ideal, they regard coopera. 
tive endeavour as a highly flexible instrument for the removal of specific 
economic injustices or for the correction of some inadequate condition 
which they encounter in the serious business of earning their daily bread. 

The specific injustices which appear to be at least partially remediable 
by cooperative action show up in a wide variety of circumstances. For the 
most part, however, they are closely related to one significant underlying 
condition, that of inequality of bargaining power in the markets in which 
particular groups must buy and sell. If we recall that Canadian coopen.- 
tive activity is almost entirely the work of agricultural producers, we can 
see that the relevant inequality of bargaining power is that which the 
Canadian farmer encounters in the markets in which he sells his produce, 
and in which he buys the equipment and supplies necessary for his farn- 
ing operations. 

The inferiority of the agriculturist’s bargaining power is a readily ob- 
servable feature of the free enterprise economic system. Furthermore, it 
may readily be explained. The free enterprise system is frequently called 
a competitive system. One of its basic assumptions is that the search for 
maximum profits is a natural and normal procedure, to be deprecated and 
restrained only in exceptional circumstances. The resultant paradox is, 
however, that competition destroys profits, that high profits can only be 
maintained by the restriction of competition. The natural aim of producers 
in the “competitive” system, therefore, is to avoid competition wherever 
possible, either by the achievement of a monopoly position or by the 
negotiation of agreements among producers who would otherwise com- 
pete. The ability to stifle competition varies in a general way in inverse 
proportion to the number of producers in a particular field. 

The position of the farmer in relation to those with whom he does 
business thus becomes clear. Whether we have in mind the wheat farmer, 
the livestock or dairy producer, the fruit or vegetable grower, or the prt- 
ducer of specialty crops such as wool, tobacco, honey, or fur, it is a rare 
instance where there are not hundreds or thousands, even hundreds of 
thousands, of farmers competing in the same market with the same 
product. Price agreements, quantity restrictions, orderly marketing—aly 
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of the paraphernalia effective in the suppression of competition, in fact— 
are in such circumstances beyond the reach of producers. 

The fact that farmers compete actively among themselves need not, 
of course, place them in a position of inferior bargaining power, provided 
that the other groups in the market, those to whom the farmer sells or 
from whom he buys, are equally competitive among themselves. But this 
proviso points up the dilemma sharply. Farmers, who in their market 
dealings find competition arnong themselves almost totally unavoidable, 
rarely deal with groups who are forced to operate under conditions of un- 
restrained competition. Occasionally they are required to deal with a 
full-ledged monopolist. More commonly, they face the situation in which, 
with the surface appearances of competition very much in evidence, 
tacit or formal agreement, or price leadership under a powerful market 
leader, has removed all but the barest trace of effective competition. 
Under these circumstances, the active competition imposed upon the 
farmer places him in a position of gross inequality in bargaining power 
in every essential market. 

Since the possibilities of restricting competition vary inversely with 
the number of producers involved, it is important to indicaté why there 
are so many farmers in each line of agricultural production and so few 
producers of many of the goods and services which farmers must buy. The 
answer lies in the economies of large-scale production, in the fact that 
unit costs in every line of economic activity tend to be reduced by an 
increase in the scale of production up to a point, and that if the scale is 
further increased, unit costs tend to rise. In some lines of production, the 
optimum point in terms of unit costs corresponds to an extremely large 
concern; in others, it is met before the concern expands beyond the small- 
scale size. Most manufacturing and processing industries, as well as trans- 
portation and warehousing concerns, are in the former category; agricul- 
ture falls in the latter. 

There are great opportunities for social gains in the low cost mass 
production of large industrial enterprises, gains in which farmers as con- 
sumers may have a share. But groups which are compelled, as farmers are, 
by the economic conditions of their type of productive activity, to enter 
buying and selling markets under the full rigors of competition, can only 
face the large-scale and at least partially monopolistic industrial interests 
in a comparatively defenceless position. This is bound to appear to 
farmers as one of the outstanding abuses of the economic system, and an 
abuse which clearly requires correction. 

The modification of competitive inequalities has consistently been the 
most important single objective of organized cooperation in Canada. 
Cooperatives may remove or reduce such inequalities either by absorbing 
the activity in which monopolistic: elements exist, or by uniting the 


hers 
the 
in 
Dr. 
da’s 
uch 
mic 
ews 
era- 
cific 
tion 
ead. 
able 
the 
ying 
hich 
€Ta- 
can 
the 
luce, 
arm- 
ob- 
it 
alled 
for 
and 
x is, 
ly be 
cers 
rever 
y the 
com 
verse 
does 
rmer, 
pro- 
1 rare 
ds of 


914 VERNON C. FowKE 


products of many competitive producers for sale through a single “colleo. 
tive bargaining” sales agency. The first method is illustrated by coopera. 
tives which own and operate facilities such as grain elevators, creameries 
cheese factories, fruit and vegetable packing and canning establishments 
and livestock shipping and terminal marketing agencies. The flour mij 
owned by the Saskatchewan wheat pool, the few scattered cooperatiy, 
meat processing establishments and the cooperative refinery illustrate the 
same use for cooperative organization. Cooperative collective bargainin 
is illustrated by the Ontario tobacco marketing associations. Practical} 
all marketing and processing cooperatives constitute centralized sal 
agencies for the combined produce of their members, and thus haye 
greater or lesser possibilities as collective bargaining organizations, 

The existence of great inequality in bargaining power as among differ 
ent groups within the community is of such serious import that there is 
persistent pressure for governmental action directed towards its removal, 
Governments founded on free enterprise principles are severely handi- 
capped in the matter, however, because they can scarcely recognize the 
acceptability of the producer's search for maximum profits and at the 
same time deny the use of monopolistic devices which constitute the mos 
effective instrument employed in the search for profits. Canadian farmers 
have by no means overlooked the possibilities of government actin 
directed toward the improvement of their bargaining position. They have, 
in fact, frequently undertaken the onerous responsibility of cooperative 
organization and operation only after it has been clearly demonstrate 
that the most persistent pressure would not persuade the Government to 
take such steps as the farmers thought to be required by existing circum. 
stances. 

The marked expansion which has characterized cooperative activity in 
Canada in recent decades leaves two of the essential characteristics of 
that activity unaltered. In the first place, organized Canadian cooperation 
remains essentially agricultural. In the second place, its main objective 
continues to be the improvement of the farmer's bargaining position in 
the markets in which he sells and buys. Apart from the pronounced it- 
crease in the volume of cooperative business, both absolutely and rela- 
tively, there are important developments to be noted in the field of 
Canadian cooperative activity. For the most part, these developments can 
be summed up as marking a significant trend in the direction of cooper- 
tive diversity. It might well be argued that the flexibility and adaptibility 
of cooperative organization, as demonstrated by developments in Canada 
within the past decade or two, constitute the most telling evidence availa- 
ble as to the efficacy of cooperative enterprise in coping with economic 
difficulties facing the agricultural producer. 

The increasing diversity which marks Canadian cooperation is the 
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result particularly, but not exclusively, of expansion in the field of co- 
operative farm supply, not only of goods, but also of services. A great 
range of possibilities exists for the organization of cooperative agencies to 
provide services in rural communities, and Canadian farmers have, within 
recent years, employed a considerable number of them. Among these are 
rural medical and hospital cooperatives, rural electrification associations, 
cold storage locker organizations, and cooperative organization for the 
provision of a greai <liversity of services such as trucking, snow plowing, 
feed grinding, the hatching of eggs and the operation of vacation camps. 
Any attempt to enumerate the many types of rural service cooperatives in 
operation throughout the Canadian provinces would add much tedious 
detail and would do little but underline an inescapable impression of the 
adaptability of the cooperative device to rural economic needs. A few 
of the more important of the individual developments merit closer 
attention.. 

The very great expansion of credit union activity in recent years consti- 
tutes one of the significant trends in the field of cooperation. In December, 
1950, there was celebrated the fiftieth anniversary of the founding of the 
first credit union in North America, La Caisse Populaire de Levis in 
Quebec. In 1906 the Province of Quebec enacted legislative provision for 
credit union organization. With the failure of similar legislation to pass 
the Canadian Senate in the same year, the Quebec statute remained the 
only one of its kind in Canada until 1922. In that year Ontario passed 
credit union legislation. It was not until the nineteen-thirties, however, 
that credit union organization spread throughout the other provinces. By 
1939 all provinces had special legislative provision for the formation of 
credit unions, and in that year there were 844 credit unions in Canada. 
Ten years later there were over 2,800. Over the same 10-year interval 
credit union membership increased more than sixfold, from 151,000 to 
940,000, while the assets of the unions increased nearly fourteen-fold, from 
$21 million to $282 million. In 1949 these organizations loaned approxi- 
mately $100 million to their members. In addition to the local credit 
unions, each province has one or more central organizations to act as 
agencies of deposit and loan for the locals. Credit unions are not exclu- 
sively rural; nevertheless, they operate mainly in rural communities. 

Turing more particularly to the purchase of goods as distinct from 
services, we must take note of the considerable expansion in the business 
ordinarily described as cooperative farm supply. Organization in this 
field demonstrates both horizontal and vertical expansion, a growth of 
activity taking place both by the forming of new associations at the retail 
and wholesale levels and by reaching back to secure control over the 
manufacture and obtainment of necessary raw materials. While coopera- 
tive purchasing of the consumers’ variety has ordinarily had its beginnings 
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at the retail level, cooperative purchasing in Canada in the agri 

field has a much firmer foundation of experience at the wholesale than 
at the retail level. The United Farmers’ Co-operative Company in Toronty 
reorganized in 1948 as the United Co-operatives of Ontario, was esta), 
lished in 1914, and is thus one of the oldest farmers’ cooperatives jy 
Canada. It has operated in the business of farm supply essentially at the 
wholesale level. The farm supply business of the United Grain Grower 
had its origins at the wholesale and the retail levels in the early years of 
grain growers’ cooperation in western Canada. 

Recent developments in this area of agricultural cooperation include 
the expansion and interprovincial federation of the wholesale busines, 
the multiplication of cooperative retail outlets under the stimulus, to ; 
considerable extent, of the wholesale organizations, and the extension of 
control by the cooperative wholesales over sources of supply at the mam. 
facturing and raw material levels. Eleven cooperatives mainly engaged in 
wholesaling farm supplies and consumers’ goods had manufacturing 
plants and warehouses in 25 places in 1950, and were owned through 
federation by 1,850 local cooperatives. At the same time, eight regional 
wholesales had federated to form Interprovincial Cooperatives Limited to 
serve as a central purchasing agency for the procurement of supplies in 
the domestic and import markets. The member wholesales have expanded 
into the manufacturing business on an individual basis. They own two 
dozen production units, which include feed plants, canneries, abattoir, 
a box factory, saw mills and an oil refinery. At the level of raw materia 
control, the western cooperative wholesalers own coal mines and oi 
properties. 

Two other substantial ventures in cooperative manufacturing have been 
started in western Canada within the past few years, neither one, hov- 
ever, under the ownership of cooperative wholesales. These are, first, the 
flour mill and oil extraction plant constructed in Saskatchewan by the 
Saskatchewan Co-operative Producers (Wheat Pool) and, second, the 
organization of The Canadian Co-operative Implements Limited with 
farmer membership in the three Prairie Provinces. The implement 
company represents large-scale cooperative organization for the purpose 
of securing farm equipment by purchase or manufacture. The flour mil 
and oil extraction plant represent a functional extension into the process 
ing field by the major marketing cooperative in Saskatchewan, an exter- 
sion which had not hitherto been undertaken by the cereal marketing 
cooperatives. The mill represents an investment of 3.5 million dollars by 
the company. During the crop year ending July 31, 1950, its first full yea 
of operation, it milled 1.375 million bushels of wheat and averaged 1,200 
barrels of flour per operating day for a total of 325,000 barrels. 
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The implement company was organized in 1940, but its operations were 
delayed until 1944, when with the assistance of the three Prairie Province 
Governments, a small implement factory was purchased in Winnipeg. 
This made possible the production of light equipment, such as sleighs, 
wagon boxes, and small tools and implements. More recently, the coopera- 
tive factory has developed certain specialty lines, such as a disker with 
seeder attachment, and a harrower. The major source of supply for 
C.C.LL., however, rests in a contract with the Cockshutt Plow Company. 
This contract, first negotiated in 1945 and renewed from time to time, 
assures the cooperative of a supply of the more highly technical modern 
machines, such as tractors, combines, swathers, and tillers. The imple- 
ment cooperative has a membership of approximately 50,000, and its 
annual sales for the past two years have averaged five million dollars. 
Total savings for the six years of active business operation to October 31, 
1950, are reported at approximately three million dollars. 

An example of small cooperative beginnings with prospects for future 
expansion is provided by the cooperative farms which have been 
organized in Saskatchewan since 1944. They are classified by provincial 
officials as “labour production co-operatives,” and those who work on each 
farm own it and control it on the basis of one member one vote. There 
were 20 of these farms in Saskatchewan in 1950, the first two organized 
in 1945. Nine of them were organized by groups of war veterans who 
leased blocks of Crown Lands from the province and partially financed 
the venture with their individual Veterans’ Land Act grants. The leases 
with the provincial government are for 33 years; they are renewable, and 
carry the option of purchase at the end of 10 years. The remainder of 
the cooperative farms were organized by groups of established farmers 
who merged their land in the cooperative ventures. These farmers listed 
and valued their land, livestock, and equipment, and transferred it to the 
cooperative as loan capital on which interest is payable. The 20 farms 
have a total membership of 210, with a membership per farm varying from 
five to 18. The farms vary in size from 1,200 to 9,500 acres. 
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FINANCING FARMER COOPERATIVES 


Haro_p HEDGES 
Farm Credit Administration 


T THE outset, let me express my personal regrets that Dr. Fred Kolle 
-~ of Minnesota found it impossible to handle this subject, making 
substitution necessary. In case some of you are unaware of it, Dr. Koller 
spent his sabbatical leave about three years ago with the National Bureay 
of Economic Research on a research study relating to the financing of 
cooperatives. It was the privilege of a number of us in Farm Credit Ad. 
ministration to have frequent contact with him during the course of his 
assignment, and to provide him with some of the basic data used in his 
research. I, for one, am most anxious to see the published report of his 
study, and trust it may soon be released. Beyond that, I hope we who are 
concerned with problems of farmer cooperatives may be able soon to 
tap Dr. Koller’s fund of knowledge and get from him still another publi 
cation—one which farmer directors and others concerned with organiza. 
tion and management matters may use in building or rebuilding, ona 
sound basis, the financial structures of farmer cooperatives. 

If you will keep in mind that I am only substituting for one who has 
had unusual opportunity to analyze the financial structure of cooperatives, 
I shall proceed in my own way to discuss the subject. I feel quite sure 
my handling of it will be quite different from Dr. Koller’s approach. | 
must talk in more general terms based upon my years—and they number 
quite a few—of contact with the many problems of cooperatives, rather 
than on a specific analytical study of financing. Perhaps it is my two 
years of experience as an officer in one of the 12 district banks for co- 
operatives about 15 years ago which qualify me as a substitute for Dr. 
Koller. 

In approaching the subject of financing cooperatives, I believe it is 
well to have in mind the nature of capital in a cooperative business 
organization. After all, the central problem of financing is that of assuring 
adequate capital for the effective operation of the business, be it cooper- 
tive or non-cooperative. Nevertheless, capital in a cooperative has 
characteristics which differentiate it from capital in a non-cooperative ot 
profit-seeking corporation. These distinctive characteristics have their 
genesis in the basic concepts of the cooperative corporation—the so-called 
principles of cooperation—which distinguish the cooperative from other 
forms of business organization. At the risk of oversimplification, let me 
attempt a hasty review of these basic concepts and relate them to the 
matter of financing, before getting into a consideration of the problems 
and practices of cooperative finance. 
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One of the basic concepts of cooperative organization is that of owner- 
ship and control by those who utilize the services of the organization— 
marketing, purchasing or whatever they may be. Certainly financial 
policies, methods, and practices are involved in this matter of patron 
ownership and control. The “one-man, one-vote” or other methods which 
relate control to patronage, rather than give control in proportion to the 
ownership of capital shares, suggest that capital in the cooperative may 
have its distinctive characteristics. A basic purpose of the revolving fund 
method of financing cooperatives—and I shall have more to say about it 
later—is to give greater assurance that ownership and control will remain 
in the hands of active patrons, and perhaps go so far as to roughly pro- 
portion ownership to use of the organization by each individual patron. 
A provision frequently found in cooperative by-laws disfranchises the 
owner of capital shares who ceases to be a producer or a patron. In short, 
capital has a distinctively different place in the control mechanism of the 
cooperative from its role in the profit-seeking business firm. 

A second basic concept of cooperative business is operation at cost. I 
for one prefer to use the expression, “operation at cost,” rather than “non- 
profit operation,” because I believe it is somewhat more descriptive of 
this basic concept. The profit motive or the incentive of economic gain 
is as persistent—is as much a motivating force—in the cooperative business 
as in any other business firm. In a cooperative, instead of endeavoring to 
make a profit on their capital investment, members want to keep down 
cost so they can make a larger profit on their individual farm businesses. 
The element in business organization and operation which distinguishes 
the cooperative from the non-cooperative firm is tied in with the device 
or devices utilized to arrive at operation at cost—such distinctive devices 
as pooling and the patronage refund. In contrast, the element in profit- 
seeking business which is distinctive is tied in with the maximization of 
margins over cost. Capital as a cost factor necessarily has a different 
connotation in a cooperative than in a non-cooperative business firm. But 
more about this later. 

We come now to the third basic concept of cooperative enterprise and 
the one most closely related to the subject of this paper. It is the concept 
of limited returns to capital. This contrasts with the status of capital in a 
non-cooperative or profit-seeking business firm, in which the primary 
motive for investment of share (or ownership) capital is to obvain as large 
a return as competitive or other limiting factors will permit. 

All capital in a true cooperative is limited as to returns regardless of its 
source. Capital obtained by borrowings is subject to the interest rate 
limitations specified in the contract between the lender and the borrowing 
association. This also holds for the non-cooperative firm. Share capital 
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carrying preferments of one form or another is subject to the limitations 
on returns necessary to reflect reduced risks in repayment or assured 
dividend rates. This too holds for both cooperative and non-cooperative 
business. The point of distinction between the two lies in the status of 
the ownership capital—the capital associated with ownership-control of 
the organization. In the cooperative, such capital is subject to limited 
returns, as specified in the organizational papers, or in the statutory acts 
giving legal being to the organization, or both. In the profit-secking 
corporation, such share capital is in a sense the “residual claimant” fo; 
all margins over cost, including in cost the payment for the use of the 
other forms of capital. 

And in still other ways there are limitations on returns to capital ina 
cooperative. An accepted provision in the organization structure of 
cooperatives is one which limits the ability to transfer ownership stock 
and, hence, affects its value. Another puts a maximum of book or par value 
(whichever is lower) on the value at which shares may exchange, thus 
putting a top figure on any market value they may have. With retums 
and transferability limited, and with speculative values minimized, the 
ownership capital of the cooperative thus takes on some of the character. 
istics of loan capital. In contrast, the common stock of multiple-ownership, 
profit-motivated corporations has no such limitations as to returns or 
market values and seldom as to transferability. Hence, the payment for the 
use of share capital in a cooperative is sometimes designated as an interest 
payment rather than a stock dividend payment. The latter is, of course, the 
term in general use in corporation finance. 

The foregoing review of the three basic principles of cooperative 
organization—the concepts which distinguish it from other forms of busi- 
ness enterprise—serves to point up the fact that capital in a cooperative 
does have its distinctive characteristics. These in turn have their bearing 
on the problems involved in financing, some more directly than others. 
I shall have occasion to refer to some of them later as these problems are 
considered. 

The capital needs in terms of amount may be no different for a coopera- 
tive business from those for any other form of business of comparable 
nature and scale of operations. Yet the element of risk as a factor influenc- 
ing returns to capital as such is not as significant in cooperative business 
as for any other business firm. Its relationship to financial structure and 


*Note: The line of reasoning just outlined is one sometimes used by those who 
advocate continuance of the tax-exempt status of cooperatives which meet certail 
conditions under the federal income tax statutes of the U.S. Carrying this reasonin 
further its advocates would look on these limited payments for use of member capi 
as an item deductible from income—an allowable business expense—rather than 4 
distribution of profits from the business and hence subject to tax. 
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the problems of capital accumulation in a cooperative is, therefore, rather 
distinctive. Of course, the basic ownership capital, whether in the form 
of common stock or other evidences of ownership, is subordinate to other 
forms of capital—borrowed funds, preferred shares in their various forms, 
etc—in any liquidation. This holds for all types of business. There is a 
distinction to be noted, however. 

In the profit-seeking concern, the risk is assumed deliberately by the 
investor as an investor who weighs risk against potential returns from 
the alternative investment opportunities for his funds. In the cooperative, 
capital is provided by the member patron primarily to obtain the services 
of the organization, and the investment factor—maximized returns from 
the funds invested—is a secondary consideration. It is secondary since the 
decision to enter and to continue in an ownership capacity in the coopera- 
tive is made on the basis of opportunities for gain as a patron, not as an 
investor. And it is made secondary deliberately by the various devices 
mentioned above, namely, limitations on rate of return, on who may own, 
on transfer, and the like, all of which operate to reduce salability. In 
contrast, ease of transfer and ready salability are common characteristics 
of the capital stock of non-cooperative corporations having multiple 
ownership. This point of difference serves to emphasize the almost com- 
plete dependence of the cooperative on member-patrons for initial capital, 
whereas non-cooperative firms usually have opportunity to tap a variety 
of sources for original capital. 

I shall not go further in attempting to analyze the impulses of indi- 
viduals which motivate the flow of capital to business organizations. I am 
convinced, however, that the distinction between cooperatives and other 
forms of business in this regard is significant, and hence has a bearing on 
financing methods and practices. The need for capital to facilitate eco- 
nomic activity is as urgent in a cooperative as in any other business firm. 
The job of financing is one of implementing that need. For the cooperative 
it may be a simple one, or it may involve many of the intricacies of 
capital accumulation and management to be expected in large scale 
business. But basic to sound solutions of these financing problems is an 
understanding of the things which make the cooperative a distinctive 
form of business enterprise, together with a knowledge of business finance 
generally. This is an area for research worthy of attention beyond what 
ithas received to date. 

From this point on, I shall direct my discussion to some of the more 
concrete problems of capital accumulation and management in farmer 
cooperatives. These involve the planning and administration of financial 
structures which will contribute to their success as farmer-owned and 
farmer-controlled business enterprises. A first and basic problem relates to 
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ways and means of accumulating the original or basic capital for the asso. 
ciation. The responsibility for providing such capital, or for underwritiy 
it, rests with the member-patrons. After all, they are the ones in position tp 
receive direct gains from the services it is expected to render. The basic 
elements of an adequate financial structure, as I would conceive of it, 
would be about as follows: Sufficient capital would be provided by 
prospective patrons, roughly in proportion to expected patronage, tp 
cover (a) the investments in fixed assets required for sound operation, and 
(b) the minimum operating needs of the business. This member-patron 
capital would provide adequate security for short-term borrowings tp 
cover peak operating capital needs at reasonable interest rates. 

Such an ideal situation is seldom attainable in the organization and 
original financing of a farmers’ cooperative. Quite the contrary. Generally 
speaking, few farmers in any given area have ready funds in any sub- 
stantial amount for off-farm investment, even in good times. The impetus 
for cooperative action on the part of producers usually comes, and 
properly so, from economic need. This need more often than not tends 
to be associated with lack of capital funds. The net result is that the 
proportioning of original capital to prospective use of the association is 
not possible. And more often than not, off-farm sources of capital must 
be tapped, with the hope that the latter can be replaced by patron capital 
later. 

Whatever the situation, it is important that the original financing of 
the cooperative be both sound and adequate. It should be backed up 
by a carefully developed plan for capital accumulation. Certainly the 
all too frequent tendency to launch the undertaking before sufficient 
capital is in sight should be curbed. Experience has proved that sound 
financial structures can be developed under either the stock or nonstock 
forms of incorporated associations. This being the case, any discussion 
of the merits or demerits of the two forms seems pointless. Furthermore, 
I shall dispense with discussion of the various types of stock, certificates, 
etc., which have been developed to reflect the membership and owner- 
ship rights of the holders. They are simply a detail in the development of 
the organizational set-up. 

What are the elements of a sound financial structure for a cooperative? 
Obviously, in view of my earlier discussion, it should give assurance of 
patron ownership and control, both present and future. It should be 
adapted to the nature and scope of operations of the organization. It 
should provide ready means for capital accumulation from member 
patrons, both for retirement of capital obtained from nonmember sources 
and for future expansion. It should facilitate the opportunity of the 
organization to tap commercial sources of credit if or when needed. Each 
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of these points I have listed warrants some further explanation. 

First, how may the financial and organizational structure serve to give 
assurance of patron ownership and control? Patron ownership and con- 
trol are seldom a question of any concern at the time of organization if 
the impetus for starting came from producers and resulted from their 
real economic need. The major problem is that of retaining the patron 
influence throughout the life of the cooperative. I already have had occa- 
sion to mention some of the devices utilized for this purpose, namely, 
limiting voting privileges (and hence control) to active producer-patrons 
and providing for prompt liquidation of the financial interests on non- 
patron members. Another device is to provide means for bringing new 
patrons into membership status promptly. There is, for example, the re- 
volving fund method of financing, about which I shall have more to say 
below. One of its objectives is, of course, to insure that ownership and 
control will remain always in the hands of active patrons. 

At this point, I might comment on the use of the cooperative pattern to 
carry forward desirable government sponsored programs. Two good 
examples are the farm credit and rural electrification cooperatives. Pro- 
vision is made for gradual retirement of government funds used to finance 
the programs out of savings from operations, thus shifting the ownership 
from the government to the patrons using the services of the association. 
A major problem here is one of developing member interest and responsi- 
bility as the transfer of ownership moves along. 

A second point listed above and one which seems quite obvious is 
that the financial structure should be adapted to the nature and scope 
of services to be rendered by the organization. The financing method and 
financial structure of a pooling type cooperative would differ from those 
of an association which operated on the basis of going prices and the 
prevailing margins of the industry. Risk is a major factor accounting for 
the difference. In the pooling cooperative the price risk remains primarily 
with the growers, usually as a group, until final settlement for the com- 
modity handled is made. The commodity itself provides the collateral 
for most of the financing which is required. In the so-called purchase-and- 
sale marketing cooperative, price risk is usually shifted from grower to 
association upon delivery of the commodity. In the purchasing coopera- 
tive the price risk usually remains with the association until ownership 
of the supplies is transferred to patrons. In a sense there is a pooling of 
margins, and risk is taken into account in the establishment of such 
margins. Such differences in operating methods make for differences in 
capital structure. 

A third point made above is that the financial structure should be such 
that provision is made for capital accumulated from member-patrons. 
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Proprietary business firms generally look to retention of earnings as thei 
principal means of providing additional capital for expansion or othe; 
purposes. The Statistical Year Book reveals that the proportion of the 
profits of United States corporations after taxes which were retained a; 
undistributed profits during the seven-year period 1943-49 varied from , 
low of 45 percent in 1945 to a high of 63 percent in 1947. 

Cooperatives, like other firms, have looked to retention of savings or 
of margins over cost as a principal means of accumulating capital. In fact 
they have been quite ingenious in devising methods of converting such 
retained savings into additional member capital and of making uni 
capital deductions from commodity proceeds due member patrons, Dy 
to the necessity of using general corporation laws for incorporation and 
to a general tendency to follow known profit corporation techniques 
cooperatives gave little or no attention to developing their own distinctive 
methods of handling retained savings prior to the current century, The 
nomenclature of profit corporations was utilized, and such retained 
amounts became “surplus,” “reserves,” or “undistributed profits.” The 
book value of capital shares in successful cooperatives mounted, and the 
difficulties of bringing about the transfer of shares from nonpatron share- 
holders to active patrons increased accordingly. As cooperatives grew 
older this situation became more and more acute. The final outcome was 
that many cooperatives “degenerated” into profit corporations. Surprising- 
ly, this process continues today in some degree despite the progress made 
in developing devices to offset this trend. 

I have been unable to determine when the first steps were taken to 
convert retained savings of cooperatives into member capital or to pr- 
vide other methods for continuous accumulation of capital from patrons. 
I know that as early as 1910 or 1912 the cooperatives organized by the 
National Equity Union had provision for accepting members by payment 
of a nominal amount in cash toward a share of stock—further payments 
to be deducted from patronage refunds until a prescribed minimum 
holding of shares was attained. This does not mean, however, that sub- 
stantial amounts of unallocated surplus or reserves were not being set 
up in such organizations. In the Pacific Coast States, certainly as early as 
the first decade of this twentieth century, the device came into use of 
making retains for capital purposes on the basis of number of units of 
product handled for each patron. 

Space will not permit discussion of the variety of methods used to 
convert retained patronage refunds into member capital or to allocate 
reserves utilized for capital purposes on a patronage basis. I do want to 
give a little attention, however, to some of the more highly developed 
means of capital accumulation involved in the revolving fund method of 
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cooperative financing. It plays a dual role in cooperative organization. 
One major function—and a highly desirable one, too—is to keep ownership 
and control in the hands of active patrons. The second function for which 
it can be and usually is used is the one of capital accumulation, to which I 
have referred several times above. 

In brief, the idea of the revolving fund is to retain either the allocated 
savings of member patrons or the specific deductions for capital purposes 
authorized by patrons until adequate capital has been accumulated. After 
that point is reached, the newly retained amounts are used to retire in 
cash the oldest of the obligations representing such retained funds. At 
that stage the revolving process begins. The nature and techniques of 
revolving fund operation are deserving of detailed treatment because this 
method has come to occupy an important place in cooperative finance. 
I shall not attempt any further description of it here, however. Suffice 
itto say that it has been found workable under a wide variety of situa- 
tions. Mistakes have been made and will continue to be made in operating 
it because it does have its limitations. It still needs more tests of 
experience. 

The final point made in setting down the characteristics of a sound 
cooperative financial structure was that it should facilitate the opportunity 
of the organization to tap commercial sources of credit if and when 
needed. Historically, cooperatives have had difficulty in getting credit 
from commercial sources. They have gone to a capital market which was 
familiar with the balance sheets and operating practices of profit-moti- 
vated business firms. They have had to convince credit agencies of the 
soundness of unfamiliar financial structures, and of the security values 
of marketing agreements. The advent of the banks for cooperatives in 
the early thirties finally gave cooperatives ready access to the money 
markets, as well as a credit agency familiar with their problems and 
practices. As a result, commercial banks generally have acquired con- 
fidence in cooperative operations and objectives, and are no longer aloof 
to doing business with them. 

What are some of the specific things which cooperatives need to, con- 
sider in order to insure ready access to commercial credit? They need to 
keep their financial structures as simple as possible consistent with their 
individual capital requirements. A wide diversity of net worth items— 
stock, certificates, deferred patronage refunds, and the like—may be diffi- 
cult to explain. Whether the certificates or other evidence of capital 
contributions carry a fixed rate of interest, whether such rate is cumula- 
tive, whether the certificates have definite due dates when they must be 
retired, all of these have their bearing on the credit rating of the indi- 
vidual cooperative. 
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Cooperatives have their own distinctive ways of carrying on thei, 
business operations. These call for accounting terms, operating state. 
ments, and other records which are descriptive of the operations by 
which may be unfamiliar to commercial bankers, hence, may caus 
misunderstanding. The development of federated cooperatives has mean} 
that a substantial asset item in the balance sheets of member cooperatives 
may be that of investment in other cooperatives. This, of course, would 
complicate the analysis of the balance sheet, since an appraisal of the 
value of that item would involve analyses of financial statements of the 
cooperatives in which investments have been made. 

No doubt there are other objectives than the ones I have discussed 

which should be accomplished by a sound financial structure, but I believe 
these are the most important ones. There is just one more aspect of 
cooperative financing to which I want to call attention, but one which | 
am in very poor position to discuss. I trust it soon can be the subject of 
intensive research on the part of someone. I am sure you will all agree 
that the member is a highly important factor in cooperative organization, 
He provides its business volume. He has primary responsibility for pro- 
viding its capital. Is he unduly penalized in meeting this responsibil- 
ity? 
7 have had occasion to refer to the fact that member-owned cooperative 
securities have low salability. Transferability often is restricted. Top 
valuation usually is held to par. These restrictive factors also reduce the 
value of the securities as collateral for personal loans if the member seeks 
to use them as such. He occasionally may have alternative uses of high 
priority for the funds invested in his cooperative. This problem of the 
member and his cooperative securities has not been solved, but some 
progress toward a solution has been made. Some of the California c- 
operatives have moved to develop securities which are more readily 
transferable, but which will not, at the same time, put the cooperative 
in a difficult position. They have gone further by providing a fairly ready 
market for the distressed member who feels forced to dispose of his 
holdings. I, for one, would like to have a thoughtful analysis made of this 
problem and of the efforts being made to find an answer. 

Up to this point I have not had occasion to use some of the terms which 
you might well expect in a discussion of cooperative financing. I have not 
mentioned financial ratios, or budgeting of income and expenses, 0 
audits. My emphasis has been on things which make the job of financing 
cooperatives something different from that of financing other business 
concerns. Perhaps those who are scheduled to discuss my paper will come 
up with more specific conclusions or recommendations. 
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DISCUSSION 


LEONARD HARMAN 
United Co-operatives of Ontario 


Development 


1. Nearby Co-ops. Had there been time for field studies at this conference, 
some interesting cases could have been found in the large milk-powder plant 
on the outskirts of Guelph, the premix feed mill in Guelph which is part of 
the Central service for a hundred local feed mixing units throughout Ontario; 
and within an hour’s drive of Guelph, big and little farm supply co-ops with 
an infinite variety of achievements and of problems. 

9. Discussion Groups. In the surrounding farm area here, there operates the 
greatest discussion group program in the world, Canada’s National Farm Radio 
Forum. In this County of Wellington, throughout the winter on Monday eve- 
nings some 900 farm people meet for discussion, while in the neighboring county 
of Grey the number is 1,100. Although these Forum meetings have no direct 
connection with the co-ops, they have had tremendous indirect influence on 
the majority of co-operative developments in rural Ontario during the past 10 

ears. 

". Federation of Agriculture. This was launched and developed through- 
out Canada during the past dozen years as our general farm organization. The 
now past-president of the International Federation of Agricultural Producers was 
a farm boy near here and a graduate of this college. 

4, Commodity Groups. What are the implications of Ontario’s commodity 
groups in relation to cooperative handling? When one of 16 groups with 
marketing schemes, the Cheese Producers, reaches the place where it finances 
and handles the export deal for all our Ontario cheese going to Britain, to a 
value of six million dollars this year, we must pay attention. Is Ontario advancing 
rapidly into a form of large-scale specialized cooperative marketing, utilizing 
legislation and methods geared to a new era of economic planning? 

5. The Feed Grain Business. How long will the co-ops of eastern Canada 
be integrating purchases of western feed grain before they employ one purchas- 
ing agent to bargain for purchasing most of the feed grain in Canada, as the 
farmer co-ops of western Canada now bargain on the marketing of most of 
their feed grain? Major farm organizations in East and West are opposed to 
irresponsible manipulation in Winnipeg and Chicago being permitted to 
fluctuate price and supply of grain to the continuous confusion of producers and 
purchasers, and at a ae to farm production and the general economy. When 
we finally eliminate the Winnipeg Grain Exchange in peacetime as well as in 
wartime, with what shall we replace it? 

6. Integration. In most regions where there are local autonomous co-ops 
federated to form wholesales, there is much concern over the need for integra- 
tion. May we call to your attention the survey conducted last year by Dr. 
Norman High of this College, on “Commercial Relations of United Co-opera- 
tives of Ontario and its Member Locals.” One of the greatest opportunities for 
development lies in this field. 

7. Member Relations. As centralization of management services grows to 
secure efficiency and integration, we must promote decentralized types of 
member or committee activity to develop farmer leadership and farmer partici- 
pation. Member relations must reach he beyond patron relations if co-ops 
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are to constitute an effective people’s movement, energized and guided by a 
flourishing democracy. 

8. Personnel. Can we clarify adequately the proper functions of electej 
representatives and those of employed representatives? Can we who are in the 
co-ops grow as fast as the machinery? Can we find and develop successors t) 
build structures which are effective and efficient and at the same time re. 
sponsible and responsive? 


Financing 


1. We in Canada appreciate the loan services available to cooperatives 
some provincial governments and certain grants by the Federal Government fy; 
particular projects; but we really have nothing to compare with the United 
States Farm Credit Administration. We in Canadian farm organizations haye 
been lax in not pressing for such an agency. We should start now. 

2. We are now in the midst of difficult credit restrictions which may bey 
much more seriously on cooperatives in Canada than in United States, Many 
of our co-ops have had rapidly growing capital requirements. In some cases 
they have depended too much on outside sources. Partly under Federal Goven. 
ment regulation and partly as a more conservative policy, the chartered banks 
are refusing increased credit to cooperatives as well as to other customers, 
At the same time the Co-operative Loan Service of the Department of Agri. 
culture in Ontario is behaving the same way. Farmers in this country still 
suffer from an outmoded pattern of credit which serves them least when they 
need it most. 

3. Canadian cooperatives have made a beginning in the transfer and use of 
cooperative capital among different types of cooperatives. Each of a number 
of provinces has a Co-operative Credit Society, a kind of provincial credit union 
with membership composed of all the various types of co-ops available. A 
provincial Credit Society might receive $5,000 today from a county medical 
insurance co-op and $5,000 from an urban credit union; tomorrow it might 
lend $10,000 to a farm supply co-op. A life or auto insurance co-op might 
operate its checking account through the credit society. A credit union or a 
medical co-op might hold debentures of the co-op wholesale. An insurance 
company might hold a mortgage on the plant of a marketing co-op. The people's 
money can be mobilized for the people’s business. 

4. Each region needs special services of appraisal and advice on capital 
use so that local enthusiasms may be tempered with experienced guidance. 
This should cover property, equipment, inventory, and receivables. It should 
take into account the usual factors of non-cooperative enterprise and those 
factors peculiar to a cooperative such as member service, member control, and 
member equity. 

5. In another enterprise the investor may risk the prospect of loss as balanced 
against the prospect of gain. With the necessary fixed valuation on — 
capital, we should be eternally concerned that the person who puts a hundred 
dollars into a cooperative gets it out again. This should make cooperatives 
particularly cautious on capital use. Only the well established ones can afford 
risky experiments. 

6. In addition to provision for prompt full settlement with the estate of 
a deceased member, some co-ops have budgeted an amount available annually 
for retirement of investment to those who wish it. In some cases, five percent 
of the total investment would be sufficient to satisfy those few who wish to with 
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draw. The co-op can neither afford to risk being sen to bleed itself to 
death, nor can it deny the wishes and needs of some of its members and friends 
whose requirements of money change, perhaps suddenly. 

7, In Ontario we are at the beginning of experience with budgeting. This 
subject offers great possibilities for all sizes and types of co-ops. 

§. There must be sufficient long term money. If the basis is loan capital, as 
is the case with most co-ops in Ontario, 20 years is a desirable due date for 
both cash investment, and patronage loans created out of deferred returns. 

9, Whenever we receive or defer capital in a cooperative, we should plan for 
its repayment, and the members should have as much understanding as possible 
of the prospects of repayment. While the co-op should not be bound to early 
repayment of revolving funds, there should be a plan to pay out, probably in not 
less than seven years, and not more than 10. 

10. One useful means of curbing the “investor complex” is to provide in 
the by-laws, or better still in the legislation or charter, that in the event of 
winding up, any surplus will be divided among the patrons of the last five 
years in proportion to their volume of business. 

11. As in all other major aspects of cooperative development, the education 
of members and staff on cooperative finance is of tremendous importance. 
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J. E. O'Meara 
Department of Agriculture, Canada 


In commenting on Professor Fowke’s paper, I can naturally say very little 
about the figures he has quoted, since they emanated from my own Division; 
however, there are, of course, some limitations and, as always, some duplication 
which cannot be easily eliminated. We do not have, for example, complete 
coverage of all cooperatives in Canada, but we estimate that we do report on 
about 90 percent of the total volume of business and about 65 to 70 percent of 
actual cooperatives now operating. 

Professor Fowke has dealt at length on the purposes and reasons for the 
growth of cooperation araong farmers. His reasoning in this phase is sound, 
but I would pose one question: If it is so obvious that farmers as individual 
producers must unite to combat “specific injustices,” then why is it not as 
apparent that farmers as individual consumers should unite to combat similar 
injustices in the purchasing field? It has been noted that cooperative purchas- 
ing has grown rapidly in the last decade mainly in the field of farm supply, and 
as yet it has not amounted to any significant proportion of the total farm supply 
business in this country. I think it is encouraging, however, that more and 
more farmers are buying their supplies cooperatively and I think that in the 
future we shall see more of this. I would like to suggest also that in the field 
of consumer goods an increasing number of farm families should realize that 
cooperative purchasing of groceries, furniture, clothing, etc. is another way to 
cut down costs just as the cooperative purchasing of gas, oil, feed, and fertilizer 
is cutting down on farm production costs. 

One major development in Canadian cooperation has been neglected by 
Professor Fowke, and that is the influence of the work of the Extension De- 
partment of St. Francis Xavier University at Antigonish, Nova Scotia. I am 
not anxious to say too much in praise of the work which has been done by this 
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university in the last 20 years, since I am a graduate of that university and at one 
time worked for the Extension Department. Therefore, may I quote from a ve 
recent book by Miss Margaret Digby entitled “Agricultural Co-operation in the 
Commonwealth,” and I would hope that these comments of Miss Digby’s are suf. 
ficiently objective to emphasize the importance of the Antigonish movement: “[t 
began to be known outside its native province at a time when the great depression 
of the early thirties had shaken confidence in easy economic progress in the 
United States; when co-operation in western Canada had been reduced to g 
grim business of holding on; and when, ten years after Desjardins’ death, the old 
credit banks of Quebec had become static and conventional. The influence of 
Antigonish went far beyond the Maritimes. It enormously stimulated the credit 
unions in the United States, and the beginning of co-operation in the West 
Indies, Central America, and even further afield. It renewed a vivid interest in 
the popular banks of Quebec, which entered on a new period of growth and a 
more lively and many-sided participation of their members. Lastly, it spread to 
the other provinces of Canada, taking root among the farmers of Ontario and 
the Prairies.” 

Professor Fowke has mentioned the new flour mill at Saskatoon owned by 
the Saskatchewan Wheat Pool, but he neglected to mention that the merchandis- 
ing and distribution of the flour, both export and domestic, is handled by 
another cooperative which is owned and operated by the regional cooperative 
wholesales in Canada, many of whom are engaged wholly in the distribu. 
tion of farm supplies and consumer goods. This is a peculiar instance of 
producer cooperation and consumer cooperation meeting in mutual agreement. 
The farm housewife and the urban housewife in the Maritimes are using 
“Co-op” brand flour which reaches them cooperatively all the way from the 
fields to the baking oven. The cooperative which handles this flour—Interpro- 
vincial Co-operatives Limited—also owns and operates a bag factory in Mon- 
treal, which is another instance of cooperatives in the manufacturing field over- 
looked by this paper. 

Answering Mr. Hedges’ challenge, I would suggest that all cooperatives 
should insist in obtaining enough share capital to cover, dollar for dollar, their 
fixed assets. Mr. Hedges has pointed out that many cooperatives begin opera- 
tions on what is at times literally a shoe-string, and hope that rising markets, 
generally favourable economic conditions, and loyal member patronage will 
enable them to retain in the business, from patronage refunds or from deduc- 
tions for services, sufficient capital to allow them to retire borrowir ,* from other 
sources. In many cases this has occurred, but member capital retained on this 
basis, and not specifically placed to share capital account, is not always too 
sound. The financing of expanded facilities should, in most instances, be done 
by capital provided by members in the form of shares, and not in the form of 
patronage refunds retained on a loan basis. Funds retained in this way are a 
direct liability of the association and are in the same category as a loan from a 
bank or other institution; they are, therefore, in the event of liquidation, of 
higher priority than capital in the form of shares. 

Problems of financing cooperatives are of particular interest at this time be- 


cause we have under way a project on this very. problem in Canada. I have 
had an opportunity in recent months of discussing these problems with co- 
operative leaders from coast to coast, and one of the most contentious debates I 
have run across is the question of the payment of interest to members on 
patronage refunds retained in the business. There are those who say that inter- 
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est payments are merely another slice of the same melon and add only to 
operating costs, while others maintain that capital acquired from members 
through patronage refunds must be paid a rate of interest which should be 
looked upon as a wage to a prominent factor in production. The advocates of 
interest-free capital are as yet not too numerous, but the concept is becoming 
more widely understood and being urged in more annual meetings than ever 
before. 

One can hardly discuss cooperative financing without mentioning the effect 
of corporation income tax on cooperatives; and while the issue in Canada has 
been settled temporarily, at least, I can see from the news I get from the United 
States that it is still a very live issue in that country. The main thing that con- 
cerns me is that in some cases iy rags in both countries are allowing in- 
come tax regulations to influence their thinking in the matter of sound fiscal 
policy; as an example, I would like to refer to a certain cooperative in this 
country whose directors ordered a complete reversal of a former policy in order to 
take advantage of an apparent income tax saving. Upon examination a year 
later, it was discovered that the total saving had amounted to $70 and a con- 
servative estimate of the cost to the association in administration as a result 
of the reversal of policy was well over this amount. The people who write in- 
come tax rules and regulations are concerned with raising revenue for the na- 
tion, and in most cases do not appreciate the problems some of these rules may 
create in the financial set-up and accounting procedure of a cooperative. I do 
not think they should be expected to understand; and unless, of course, the 
saving is a real one, I believe it to be a great mistake for cooperatives to allow 
income tax regulations to govern their methods of financing. 
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MARKETING RESEARCH 


Chairman: W. F. Darke, Office of the High Commissioner 
for the United Kingdom, Ottawa 


MARKETING RESEARCH IN THE UNITED STATES 
DURING THE PAST FIVE YEARS 


Harry C. TRELOGAN 
Agricultural Research Administration 


FF pevd years ago we were emerging from a war, with agricultural 
production stepped up to levels far beyond the scale required to 
supply domestic needs. While home consumption had been restrained 
and a backlog of purchasing power had been accumulated, relatively 
little demand for agricultural products had been postponed compared 
with the demand for durable goods. Increased competition for the con- 
sumer’s dollar was expected from an expanded industrial output as it was 
reconverted to consumer goods. Judging from the past, agricultural pro- 
duction was unlikely to contract as overseas demand for the products 
declined. Economists were predicting an agricultural slump by 1947. 

These prospects loomed large in the minds of agricultural policy 
makers who were keenly aware of the aftermath of the preceding war. 
Their sights were turned to marketing with the thought expressed that 
research might contribute as much to expanding consumption of farm 
products as it had to increasing production. Such a possibility de- 
served exploration because it offered a better alternative than production 
control, the costs and limitations of which had become clearly apparent 
in the prewar experience. 


New Legislation 


Out of this situation came new legislation, the Research and Marketing 
Act of 1946, designed to bolster agricultural research in many respects. 
It contained a variety of objectives reflecting widespread interest in 
postwar problems of different kinds and a legislative advantage of bulking 
the varied research objectives into one bill. In the act at least two 
approaches to marketing problems were featured. One involved the 
expansion of utilization research intended to develop new and expanded 
uses. A separate and distinct appropriation was provided for this ap- 
proach. The second was a less specific approach providing for research, 
service, and educational activities that could be conducted by a variety 
of agencies. The objective of the second approach, embodied in Title Il 
of the Research and Marketing Act, also designated as the Agricultural 
Marketing Act of 1946, was directed more toward improvements that 
would be reflected in lower marketing costs and margins. High costs of 
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marketing farm products had been a matter of growing concern to Con- 
gressional leaders for several years prior to that time. Preliminary investi- 
gations convinced these leaders that the problems required research 
attention of considerable magnitude and scope. 

When the Research and Marketing Act was enacted in 1946, the interest 
and thinking of research workers were stimulated because the act 
authorized large and rapidly expanding appropriations for the work. 
There was little opportunity for implementation of ideas at the time, 
because the new appropriations were to come later. The marketing 
research conducted by the Department of Agriculture and the State 
Agricultural Experiment Stations for many years was of limited scope, 
representing a very small part of the agricultural research program. Of 
the 24.75 million dollars expended for research in 1946 by the Department, 
1.16 million, or 4.7 percent, was for marketing. This proportion, which is 
exclusive of utilization research, was probably typical for other agencies 
engaged in agricultural research. 

Moreover, most expenditures for marketing in 1946 and before were 
devoted to service and regulatory activities. Market news, marketing 
agreements, inspection and grading programs, and health and sanitation 
and exchange regulations had been well established. A considerable 
share of the marketing research had been oriented about this type of 
work. During the war, marketing research generally was subordinated to 
the vastly expanded regulatory activities of that period. 


Additional Funds 


Investments in marketing research sufficient to promise results com- 
parable with achievements in other types of agricultural research were 
begun only four years ago, when the first appropriation for the Research 
and Marketing Act was passed in 1947. They have been increased grad- 
ually since, and by 1951 the expenditures for marketing research by the 
Department of Agriculture were 5.59 million dollars, or 12.4 percent of a 
total research budget of 45.25 million. Over the past four years marketing 
research in the Department has increased nearly five times, while agricul- 
tural research generally has nearly doubled. Marketing research else- 
where, as in the State Agricultural Experiment Stations, has experienced 
similar growth, though probably at a less rapid rate. 

In view of the limited prior experience with marketing research, the 
launching of the expanded program was tinged with a large element of 
hope that something worth-while could be accomplished. Organization 
and staffing problems occupied the administrative and research units 
alike during much of the first year. Despite the dearth of trained personnel 


and the uncertainty of funds that marked the outset of the undertaking, 
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it was started expeditiously. Over the next two years confidence in the 
potentialities of the program was increased, even though the appropria. 
tions fell far short of the authorizations upon which the planning had 
been predicated. 

Accomplishments of agricultural marketing research do not lend them. 
selves to ready measures in terms of added acres, bushels or tons of 
output, and they are still more difficult to translate into dollar estimates, 
Furthermore, tangible results are not easily segregated as accomplish- 
ments of research because of the close interrelationships with extension 
and service activities as our current program is being conducted. Never. 
theless, an impressive array of work that is gaining favorable attention 
can be cited. A brief characterization of the activities can be obtained 
by citing a few examples from five general categories that are used for 
administrative purposes. 


Basic Data and Information 


Work on basic data and information is based on the proposition that 
effective marketing in a competitive system requires full knowledge on 
the part of buyers and sellers. It has led to improvement of market 
intelligence regarding supplies, stocks, movements, disappearances and 
prices of commodities in several different ways. This improvement comes 
from (1) filling important gaps in the statistics available to participants 
in the market; (2) increasing accuracy and adequacy of reports; and 
(3) introducing new services. Among the series being developed on a 
current basis to fill gaps are milk reports designed to estimate current 
consumption of fluid milk and cream, livestock slaughter and meat pro- 
duction reports, and vegetable seed production and stocks reports for 
some 250 kinds or varieties. 

Improved accuracy and adequacy of previously established reports 
are illustrated by what has been done with statistical data for cattle on 
feed. Earlier cattle-on-feed reports were of such limited reliability that 
they were expressed only in terms of estimated percentage changes from 
the previous year. A more accurate report developed for four states gives 
actual numbers by ages and weights and probable time of sales, thus 
helping the market to anticipate supplies, manage stocks, and estimate 
prices with greater assurance. 

New statistical services have been adapted to changed marketing prac- 
tices. One example pertains to naval stores. Formerly the reports covered 
only quarterly estimates of production and stocks at points of production. 
Within the past 10 years this industry has been almost completely revolu- 
tionized, with central distillation plants placing it on a more efficient 
commercial basis. To facilitate and take advantage of these changes, the 
statistical services have been improved to provide monthly information 
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on production and stocks and quarterly statistics on consumption and 
stocks in industrial plants and distribution centers. The new services 
include estimates of: (1) monthly production of gum, turpentine, and resin; 
(2) average monthly prices for gum; (3) a weighted monthly price for 

, turpentine, and resin at Savannah, the principal terminal market; 
and (4) stocks on a location basis rather than in terms of ownership, the 
previous basis. 

New services have been introduced to meet localized conditions. An 
example is found in the Benton Harbor peach market, where estimates 
are now being made of the dates on which the peaks of the peach market- 
ings will occur. It is very important that the buyers and the appropriate 
market service people be notified and be on hand when the peaches are 
ripe and come to market, so that growers will have reasonable prospects 
of remunerative sales. But the harvest dates vary over a considerable 
range from year to year. In one recent year the peaches ripened so much 
earlier than usual that the peak of the early crop was past before market 
news reporters reached the market. Several weeks before harvest, esti- 
mates are now made of the time when the peaches will be ready. These 
orchard surveys are remarkably accurate, rarely missing by more than a 
day, and this only when inclement weather disrupts harvesting. Both 
buyers and growers are now on hand at the time to trade with each other 
and handle the crop efficiently. 

Different types of market news services have also been tried. An 
example is the experimental retail market news service conducted in 
Baltimore last year. It supplied surprisingly useful information regarding 
the small size of sample that can be drawn to supply reliable price data, 
the cost of conducting the service, the speed of assembling the data, and 
the trade acceptance of the service. It proved to be a highly useful 
source of data for research analyses on price margins as well as on the 
potential effectiveness of such a service on price responses by retailers 
to changes in wholesale prices. 


Expanding Outlets for Farm Products 


Farm products markets can be expanded by methods other than those 
devised in utilization research or directed toward reductions in costs and 
prices. Learning more about what buyers want is an example, and a 
whole array of studies on consumption patterns, consumers’ buying 
habits, and consumer preferences have been introduced to help guide 
suppliers in satisfying the wants. Such work has been popular among 
trade groups because it helps them to identify and emphasize the 
features of their products that appeal to consumers. The work is ap- 
plicable at the farm, too, as is illustrated by exploratory work on markets 
and prices for farm forest products to familiarize farmers with available 
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outlets, possible grades, and alternative methods for selling farm timber 

The counterpart of learning more about wants is consumer education 
designed to acquaint housewives with the uses, merits, and methods of 
preparing products. It is too much to expect the modern housewife to be 
an intelligent buyer of the literally hundreds of items available for her 
selection at the self service counters of a supermarket. While this 
of work was conceived and developed in periods of surplus, the same 
agencies, organizations, and people are proving their worth in periods of 
shortage by calling attention to available alternative products, by dis 
couraging hoarding and other evidences of wasteful, irrational buying, and 
by helping consumers make their dollars go farther to satisfy family 
nutritional and shelter requirements. 

Another interesting activity included in this type of work is the 
establishment of procedures to identify and protect stocks of improved 
varieties of seed until adequate qualities can be produced to supply 
demand. In the past, many of these highly desirable products of the plant 
breeder never attained general use because stock were dissipated in 
marketing channels before they were adequately developed. 


Marketing Costs, Margins, and Services 


Virtually all marketing research can be rationalized as contributing 
toward lower costs and margins. Some studies need to deal more directly 
with the subject, for example, to measure costs and their relationships to 
margins and services performed. 

Two distinct analytical approaches have been followed. One involves 
the comparison of cost experiences of different firms or plants performing 
essentially the same functions. Studies of this kind enable business man- 
agers to appraise their operations in the light of what others are doing 
and to locate spots where inefficiencies exist. Recent publications from 
this work covering grain dealers, mixed feed plants, and cooperative 
cotton gins indicate wide ranges in costs. Operating costs of feed milks 
for example, were found to range from $3.00 to more than $13.00 a ton; 
the same study showed that operating costs of retail feed stores ranged 
from 58 cents to nearly $9.50 a ton. The reports explore the factor 
accounting for these wide differences and provide leads for market 
operators to follow in reducing them. 

The second approach involves detailed studies of services performed 
and costs incurred in moving selected products from farms through 
marketing channels. Illustrative of this type of work is a recent study of 
Delicious apples grown in Washington State and sold in Chicago. It 
showed that the producer got 26 cents of the consumer’s dollar spent for 
these apples, while 24 cents went for washing, grading, packing, cold 
storage, and other packing plant services; 14 cents for transportation 
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from the local packing plant to Chicago; and 36 cents for wholesaling 
and retailing. In the analysis of what contributed to these costs, research 
workers have uncovered very productive leads for applied research. 
A substantial share of wholesaling and retailing cost could be attributed 
to losses in waste and spoilage. Much of this could be avoided by elimi- 
nating bruising in packing house operations. Follow-up work of this 
sort is being arranged and is paying dividends in reduced costs, as well 
as more satisfactory merchandise. 


Improvements in Handling Farm Products 


Research and service designed to improve the physical handling of 
farm products represent a direct and tangible approach to reducing 
marketing costs. A number of applications are being pursued bu‘ .ime is 
available to mention only a few. 

Costs of trading are less when transactions can be based upon reliable 
grades, so that buyers do not have to incur the expense of actual inspec- 
tion and can avoid the risks of not getting what they expect. For grades 
to be satisfactory today, however, they have to be much more specific 
and accurate to indicate values of products in our present complex 
processing and distributing systems. Simply to measure the weight and 
moisture content or the cracked or damaged kernels of grains is not 
enough today, because flour makers and oil mill operators need to know 
in addition about such factors as protein content and baking qualities, or 
the amount, kind, and condition of the oil content of the seeds. Improved 
standards for grades are being developed to meet better the needs of 
the trade and facilitate exchange. Also cheaper and handier ways of 
measuring these values are being developed so that inspectors or buyers 
can establish relative values quickly without necessity for lengthy, ex- 
pensive laboratory tests. An excellent illustration of this work can be 
cited in the case of hog carcass weight and grade studies developed in 
the State Experiment Stations which are having far-reaching effects in 
improving market evaluation and trading practices. 

Transportation costs are subject to considerable reduction by methods 
other than rate reductions. By remodeling shipping crates for lettuce and 
other vegetables, research workers have demonstrated substantially re- 
duced intransit damage and at the same time a reduced need for re- 
frigerator cars by one in 16. The results have led to the adoption of the 
new crate by California and Arizona shippers; and the practice is spread- 
ing to other states. 

Cost reduction as such is only one benefit from this type of research. 
Equally as important today is the conservation of food. Investigation of 
time and temperature requirements for efficient, effective grain drying is 
already resulting in more food actually reaching consumers. Such conser- 
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vation is reflected also in higher quality and more nutritious products 
Conservation from this research also occurs in the use of critical ma. 
terials. Storage investigations have led to more efficient use of warehouses 
and refrigerator cars, and have avoided investments in new structures 
and equipment of dubious value for preserving the quality of products, 


Evaluation and Improvement of the Marketing System 


Within the next two months, new wholesale produce markets will be 
opened in San Antonio, Texas, and Columbia, South Carolina. Markets 
are under construction in Hartford, Connecticut, and St. Louis, Missouri, 
These represent evidence of a whole series of long-advocated, major 
market improvements that are now appearing under the stimulation of 
the expanded research and service work of the past four years. 

Mechanically refrigerated railroad cars have now been successfully 
introduced to replace the old ice bunkers, with one company having 66 
cars in service and 99 additional cars under construction. This develop- 
ment, together with comparable improvements in truck refrigeration 
equipment, has been facilitated by the program, and will contribute 
greatly to the sound development of the frozen food industry. 

More efficient use of existing market facilities is being emphasized 
currently in recognition of shortages of construction materials. It seeks 
better utilization of available labor as well as reductions in wholesaling 
and retailing costs. The new check-out system designed for retail stores, 
for example, will save 40 percent in time and labor required for this func- 
tion. Originating with the new research program, with the first results 
appearing less than two years ago, there are now more than 1,000 of 
these check-out counters in use. Comparable savings are being demon- 
strated for other retail store functions, such as receiving and unloading 
case goods, price marking, and shelving and displaying products. These 
new procedures which have been developed, installed, and tested ex- 
perimentally in stores, have shown labor savings ranging from 35 to 45 
percent. 

New research results are being rapidly translated into adopted com- 
mercial practices through the efforts of contractors, State Extension 
Services, and State Departments of Agriculture. A survey of the results of 
one contract program to improve retailing of fruits and vegetables indi- 
cates that 95 percent of the retailers given the information and training 
have increased sales and reduced spoilage losses. Over 45 percent re- 
modeled their produce departments and some of them remodeled theit 
entire stores. One technical assistance program conducted by the North 
Carolina State Department of Agriculture has reduced the percentage of 
rough ginned cotton from 19.8 percent to less than five percent. In a 
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similar way, the Wisconsin State Department of Agriculture was able to 
increase the percentage of “State brand” top quality cheese produced in one 
county from 23 percent to 58 percent. 


Some General Reactions 


Estimates of the value of results are reflected by the reactions of 
advisory committees. These reactions are not always favorable on spe- 
cific projects, but the general consensus is that the marketing research 
warrants further support and expansion. We have recently had the satis- 
faction of tracing the progress of one project to the Agricultural Research 
Policy Committee and hearing the group pass the judgment that this 
project alone would pay for all the appropriations made for the Agricul- 
tural Marketing Act thus far. 

Some activities are also receiving the acclaim of business groups. The 
National Wholesale Frozen Food Distributors Association presented its 
1951 Distinguished Merit Award to the Production and Marketing Ad- 
ministration, citing three activities conducted under the new marketing 
program as the basis for the award. It marked the first time this award 
has been given to a governmental agency. 

More concrete evidence of the favorable reception of recent marketing 
research is found in the willingness with which business firms are opening 
their establishments to research workers. Marketing research cannot be 
conducted in isolated laboratories. It depends upon studies conducted 
during the daily operations of business and industry. Our laboratories 
are the commercial establishments themselves. Our opportunities depend 
upon the accessibility of these laboratories to us. It is significant that we 
are gaining the confidence of business men to the point that we are 
getting urgent requests from some firms to conduct research in their 
establishments. This is particularly significant in the case of warehouses 
and retail stores, which represent areas where agricultural marketing 
research workers have had the least experience in the past. 


Critical Appraisal 

Even though evidences of favorable reception of our research can be 
cited, appropriations for this work are now being reduced. Explanations 
that have been given for this anomalous situation are varied and include: 
(1) The program of marketing research is not being conducted efficiently 
and just as much can be achieved with less funds; (2) conditions have 
turned out to be vastly different from what was expected five years ago, 
so the need for the work is not so great as anticipated; (3) the need for 
economy is so great that even essential research must be curtailed; and 
(4) too good a job has been done in focusing attention on limitations 
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of the marketing system, so opponents have arisen to offset the pro- 
ponents of the work. Though the last reason might be regarded as com. 
plimentary, it is the most difficult to substantiate. 

Regardless of which of the many explanations offered are affecting the 
appropriations, the situation calls for some critical self-appraisal. A lis 
of criticisms quite as long as the accomplishments could be compiled, but 
again it must be confined to a few examples. They might be classified as 
criticisms of the research, of the research workers, and of the research 
administration, even though the classification is admittedly arbitrary and 
the parts are not mutually exclusive. 


Criticism of Research. A frequent criticism of the résearch is that few 
original ideas have evolved from the program. Instead, ideas developed 
in other sciences and industries have been adapted to agricultural market. 
ing problems. This situation might be expected in the light of the limited 
experience cited earlier. More significant, however, is the relevant point 
that there are too many misapplications of theories, methods, and tools 
borrowed from other disciplines. Examples include attempts at controlled 
experiments with inadequate control of the related factors, and persons 
with only a partial understanding of work simplification techniques 
endeavoring to use motion and time studies where they don’t apply. 

The question is repeatedly raised whether there are not too many ill- 
conceived, repetitious surveys. This question comes especially from large 
business institutions that route requests from many different research 
organizations to a central office. One suggested solution, that all such 
requests be cleared by a central statistical control agency before they go 
out, has been shown to have its drawbacks. Another criticism suggests 
that too much of the work is still on a batch production basis and should 
be converted to continuous processes. For example, case studies of costs 
and margins are based on expensive, one-time surveys; the results are 
out of date before they are analyzed and published. We might instead 
use current series of detailed costs assembled by specialized collection 
agencies to detect places where cost and margin changes occur while 
there is still time to do something about them. 

Marketing research is accused of failure to treat the larger, more sub- 
stantial problems of the day. For example, none of the research was 
directed at the core of problems involved with recent large potato 
surpluses. Only small, fringe aspects were tackled. This same type of 
criticism is expressed another way when it is said that model analyses 
have been successfully applied to many small problems, but not to the 
marketing system as a whole or to any large segments of it. As a result, 
we may be improving the operations of a job when the job itself should 
be eliminated. 
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This latter point is closely associated with the proposition that one 
cannot discern advances in the fundamental theory of marketing. Some 
attention has been devoted to the planning of proposed projects intended 
to make such contributions, but there has been a distinct reluctance to 
undertake the projects. This is in contrast with some marketing research 
being done in nonagricultural fields, and it may reflect the fact that 
there has been little disposition on the part of policy makers, legislators, 
or research workers to think in terms of revolutionizing our agricultural 
marketing system. Most of us feel that we have a pretty good one, 
serving this country well by making the products of agriculture available 
in every town in every season of the year in a wide variety of acceptable 
forms and qualities. 

It has been charged that too much of our work has been devoted to 
descriptive research in the hope that it will provide the basis for more 
useful work later. Changes in marketing have been occurring at a rapid 
pace with new industries, viz., frozen food; new methods, viz., pre- 
packaged, self-service meats; and new systems of distribution, viz., super- 
markets, developing rapidly the past five years. They have not been led 
by marketing research. Instead, the marketing research has hardly kept 
up with describing the changes, let alone weighing their significance or 
analyzing their consequences. 


Criticisms of Research Workers. Aside from complaints about an insuffi- 
ciency of well trained research workers, and about the program being 
instrumental in raising the costs of good ones, several criticisms deserving 
more serious consideration are voiced. One is that too many research 
workers persist in trying to do their marketing research on farms or in 
confining their attention to problems at first assembly points, when most 
of the marketing costs are absorbed in marketing functions farther re- 
moved from the farms. With all due recognition that marketing starts at 
the farm, that agricultural research experience is greatest at that end of 
the line, and that a comprehensive investigation must start at that point, 
it is still difficult to defend projects using marketing research funds mostly 
on field growing trials, animal feeding experiments, pre-harvest insect 
controls, or harvesting methods. 

Another criticism states that although most of the accomplishments in 
marketing research combine the contributions of scientists in such various 
fields as economics, statistics, engineering, industrial management, biology 
or chemistry, many workers are unwilling to engage voluntarily in joint 
projects of an integrated nature. The same criticism is made of workers 
with similar training from different institutions, agencies, or units, even 
though the Research and Marketing Act provides conditions more con- 
ducive to such joint efforts than ,any previous legislation has done. Part 
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of the difficulty may be attributed to supervisors who insist that other 
types of assignments of more immediate concern to them receive fore. 
most attention, but this is not a completely satisfactory explanation of 
why more teamwork is not in evidence, or why so much time at joint 
meetings is occupied with division of funds rather than with coordination 
of research. 

Another point is that research workers haven't integrated the contriby. 
tions different approaches make to analyses of similar subjects or prob. 
lems. For example, statistical demand studies, consumer income and 
expenditure surveys, and consumer preference investigations all appear 
to have a bearing on elasticity of demand, but little has been done to see 
how one supplements another or provides a better insight into the 
answers sought. 


Criticism of Administration. Fully as much criticism has been leveled at 
the organization and administration of the marketing research as at the 
work or the workers. To start with, it is charged that an adequate defini- 
tion of marketing has not been developed or accepted, and as a conse- 
quence not enough clear-cut policies have been promulgated to guide the 
program effectively. Moreover, the funds are divided among many small, 
inadequately supported projects that never get finished. In part, this 
reflects efforts to respond to recommendations of a number of advisory 
committees and to permit the participation of a number of agencies in 
the program; it also is a consequence of planning for larger appropriations 
than actually have materialized. 

Some critics have said there is a lack of evidence of an over-all balanced 
program. There is no master plan—which isn’t hard to explain—but even 
within commodity or functional areas there has been inadequate con- 
sideration of comprehensively planned programs—which is more difficult 
to defend. Closely related is the criticism that insufficient service has 
been provided for advisory committees or for research conferences where 
such planning and appraisal functions might be expedited. 

It has also been charged that this new work has been largely fitted into 
older established patterns of administration that were set up to handle 
other types of programs, and are too inflexible to handle the different work 
and management involved in this program. Consequently, there have 
been definite handicaps to the arrangement of coordinated activities and 
new activities contemplated for marketing. Certainly, the willingness of 
research workers to participate in joint projects is conditioned by the 
administrative management. 

Perhaps the most insistent criticism has been that marketing research 
needs to be consolidated in specialized agency or organizational units if 
it is to get properly qualified management and direction. This has been 
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a matter of controversy since the inception of the Research and Marketing 
Act and has continued to be a subject for divided opinions among groups 
studying the situation. 

Conclusion 


If agricultural marketing research is judged in terms of goals set out 
for it five years ago, it has fallen far short of the mark. This is attributable 
more to the fact that the conditions it was intended to alleviate did not 
materialize as expected, than it is to a lack of fruitfulness of the research. 
Had the conditions materialized, the work probably would have been too 
little, too late, and too poorly conceived. 

With all the shortcomings, most of which can easily be overemphasized, 
the program has returned a full measure of value for every research 
dollar spent, has been directed at problems long in need of attention, and 
has proved flexible in meeting current problems as they arise, come 
shortages or surpluses. None of the ground has been completely tilled 
and most of it remains to be plowed. The implements need considerable 
improvement, and the help as well as the management needs additional 
experience and training. But an excellent start has been made toward 
overcoming these deficiencies. In fact, the improved marketing curricula 
of the colleges, the marketing research workshops, the expanded literature 
on the subject, and the better arrangements for exchange of research 
information can well be cited as examples of additional benefits from the 
program that promise results over a longer period of time. 

Looking toward the future, one cannot help feeling that the conditions 
expected when the expansion of marketing work was being advocated five 
years ago have not been eliminated. They have only been postponed. 
Pleas for more agricultural production have been heard again. Farmers 
are responding and they have the resources and price incentives to permit 
a good response. But the major demand-stimulating force at work today 
will recede in time, while increased farm production will likely continue. 
Marketing costs and margins are on the rise again, and they, too, will 
tend to remain high. With these potentialities ahead, the point needs to 
be emphasized that continuity of effort is needed in marketing research 
quite as much as in physical or biological research. 

The training of research personnel, the flow of ideas, and the produc- 
tiveness of projects cannot be turned off and on again successfully. Every 
interlude is followed by an expensive, time-consuming build-up before 
lost impetus can be regained. We cannot afford to wait until the problems 
are upon us again before we start research to solve them. 
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RESEARCH IN MARKETING EFFICIENCY 


R. G. BRESSLER, JR. 
University of California 


The General Approach to Improved Efficiency 


HE basic objective of research in marketing efficiency is, of course 

to devise ways by which the efficiency of marketing can be increased 
and the costs between producer and consumer reduced. In more 
cific form, the objective is to describe in operational terms the detemi. 
nants of efficiency and costs, and to indicate how these may be manipu. 
lated and changed in order to improve efficiency and reduce costs. Two 
aspects of this statement of objectives are especially important to research 
workers: “operational terms” and “change.” By its very nature, improved 
efficiency involves changes and adjustments, and our research must be 
designed to determine how the various aspects of the marketing system 
operate and how new and different organizations would influence eff. 
ciency and costs. 

It is quite clear that changes are not made in a general and abstract 
sense, but that they require specific modification to definite parts in the 
system. Thus, we do not improve the efficiency of the marketing system 
directly, but through changes in the operation and integration of various 
marketing facilities such as plants, trucking systems, warehouses, and 
terminal markets. Again, plant efficiency must be approached from the 
standpoint of the operations and capital goods that constitute the plant. 
This leads us to an obvious but important generalization about market- 
ing: at every level the marketing functions in question consist of the 
combination and integration of a number of elements, and improving the 
efficiency of the functions always consists of a reordering and reintegrat- 
ing of these elements. 

This concept of market organization involves a chain or sequence in 
which every part can be broken down into elements or, vice versa, ele- 
ments aggregated to represent higher and higher stages in the marketing 
process. We may elect to start with nerve and muscle responses, for ex- 
ample, and build these into motion elements such as reaching or grasping. 
Motion elements may be combined into job elements such as turning and 
transporting, and these into descriptions of jobs such as unloading and 
trucking. The combination and integration of jobs will constitute an op- 
eration—receiving fruit at a plant, for example—and so we build up through 
departments or enterprises to plants and eventually to complex market- 
ing systems or even the entire economy. In short, from any point in the 


marketing system we have an interdependent and interrelated organiza: 
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tion extending down to the most detailed and basic elements and ex- 
panding up to the broadest aggregates in the economy. 

This does not mean that effective research must encompass this entire 
range—even to attempt such a task would be to insure certain defeat. 
Research is a process of simplification by which we focus attention on 
certain aspects of a problem and reduce our task to manageable propor- 
tions by taking certain things as given. In any particular study, then, we 
will arbitrarily define some things as basic elements and not attempt to 
explain the component relationships underlying these “basic” elements. 
This arbitrary level will depend on the particular objectives of the re- 
search project and on the interests of the research worker, and different 
studies will and should select quite different levels at which to operate. 
While the particular research approaches that are appropriate will vary 
widely at alternative levels, at each the conceptual framework will be 
essentially comparable—the combination and integration of a number of 
elements into a structural or operational description of the whole. And 
at each level the basic research jobs are similar: (1) to identify and de- 
scribe the elements in operational terms; (2) to describe the interconnec- 
tions among these elements; and (3) to indicate the effects of changes in 
operation and integration on efficiency and costs. 


Examples Drawn from Dairy Marketing Research 


Suppose we attempt to make some of these general ideas clear by ref- 
erence to specific examples drawn from current research in dairy mar- 
keting. These illustrations are not intended as a systematic and exhaus- 
tive review of all of the work available in this field, but rather as a lim- 
ited selection to stress the general comparability of approach at widely 
different levels in the marketing system. 

1, The Efficiency of the Pricing Mechanism for Manufactured Dairy 
Products. As part of the Western Regional Dairy Marketing Research 
Project, James Hassler of California is making a study of the operation 
of the manufactured dairy products market as a price-making mechanism. 
This study does not inquire into such aspects as the efficiency of plant 
and transportation operations or the appropriateness of existing rate and 
allowance structures. Rather, these are taken as basic elements and con- 
sidered in a framework of intermarket, interproduct, and intertemporal 
relationships. The approach seems appropriate to give (approximate) 
answers to such questions as the effectiveness or efficiency of the market 
system in establishing internally consistent prices; in directing product 
supplies to markets where, when, and in the quantities demanded; in 
allocating available supplies of milk among the alternative product uses; 


_ and in reflecting product values in the prices paid to farmers. 


2. Studies of Dairy Manufacturing Plants. Again as part of the West- 
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ern Regional Project, Gordon Rowe, Glenn Nelson, Scott Walker, anq 
Homer Preston have been cooperating on a series of studies of manufac. 
turing plants in the Pacific Northwest. Here the emphasis is on determin. 
ing short- and long-run plant cost curves. Basic elements are operations 
and jobs within the plant, with little attempt at this stage to improve the 
efficiency of these elements other than through interplant comparisons 
for particular categories or inputs and costs. These studies seem ap- 
propriate to give (approximate) answers to such questions as the effects 
on plant costs of loss of milk supplies through diversion to fluid uses; the 
effects of seasonal variation in supplies; and the effects of excess capacity 
and scale of operation on plant costs. 

3. Studies of Procurement and Transportation. More or less paralleling 
the above plant studies, the Western Regional Project has scheduled a 
study of procurement, transportation, and related factors external to plant 
operations. While the immediate objectives of this study will be in terms 
of increasing efficiency in the functions specified, major interest in the 
work stems from the desire to combine plant and transportation studies 
into syntheses of optimum organizations for multiple-plant firms and for 
the market system of geographic areas. 

4. Studies of Operations Within Plants. The study that French and 
Wood of Purdue have been making of milk receiving operations is a good 
example of research aimed at improving efficiency of a particular opera- 
tion within plants. While I am only generally familiar with this project, 
I expect that industrial engineering and economic techniques are being 
utilized, and that basic elements are at least in some instances elements 
of motion. Such a study would seem appropriate to indicate the (ap- 
proximate) effects of work methods, layout, and labor-equipment com- 
binations on costs and efficiency of the receiving operation. 

I would like to make several points with reference to this abbreviated 
list of projects. First, I want to re-emphasize that, although concerned with 
widely differing levels in the market, each study consists basically of 
descriptions of the operation and integration of a number of elements, 
and of the effects of changes in organization on efficiency. Second, each 
represents in itself a valuable research contribution. Finally, the total of 
a series of such studies has greater value than the sum of its independent 
components, for each can contribute to the successive refinement of those 
that follow. You will recall our previous reference to the need for simpli- 
fication in research in order to reduce any particular project to manage- 
able proportions. There is also the need for coordination of these partial 
studies and for their eventual integration into synthetic studies of major 
sectors of the marketing system. In the examples above, it is obvious that 
studies of internal plant operations can be used to improve studies of 
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economies of scale; that plant and transportation studies can be com- 
bined to improve the local organization of marketing facilities; and that 
all of these studies can contribute to the refinement and improvement of 
studies of the market as a pricing mechanism. It is clear that we cannot 
delay such studies until we have perfect knowledge of all underlying 
elements—if we did we would be forced to abandon research completely. 
It is just as clear that effective progress in our marketing research requires 
that component studies be in a form that will contribute to improved 
knowledge, and that they be brought together periodically in syntheses 
with broader scope than any of the components. 


The Status of Research in Marketing Efficiency 
While it might be difficult to prove, I have the definite feeling that the 


past decade has seen a significant improvement in our marketing research. 
Part of this no doubt represents a natural evolution and building on pre- 
vious work. The stress on improved efficiency, especially by the Research 
and Marketing Act, has led to an expansion of work beyond introductory 
and descriptive phases and into operational aspects of marketing facili- 
ties. We are developing a better set of tools in theory, accounting, sta- 
tistical analysis, and synthesis, and we are learning to combine these with 
techniques borrowed from other fields. 

Perhaps the most important factor in improved marketing research has 
been the adoption and application of industrial engineering techniques, 
both by agricultural economists and by active participation by industrial 
engineers. The emphasis of this type of research is not on “What is it?” 
but on “How does it work?” and “How can we change and improve it?” I 
suspect that this has been one of the most rapidly expanding fields in agri- 
cultural marketing research. The projects at Cornell and Purdue are good 
examples, as is the work under way on materials handling by the Market- 
ing Facilities Branch of PMA. The Industrial Engineering group at Cali- 
fornia has made studies of several harvesting and marketing operations, 
and several members of the staff have worked on the California-Bureau of 
Agricultural Economics studies of fruit packing houses. Many other ex- 
amples could be cited, including an increasing number of agricultural 
marketing and processing firms that are adding industrial engineers to 
their management staffs. 

While the direct results of studies of this type are quite significant and 
sometimes spectacular, I doubt if they represent the major contribution of 
such techniques to our marketing research. I consider their primary con- 
tributions to be: (1) emphasizing the advantages of interdiscipline co- 
operation, and so encouraging such cooperation with fields extending far 
beyond industrial engineering; and (2) emphasizing the study of elements 
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in operational terms, and the synthesis of these elements into new and 
different organizations—again with implications that go far beyond indys, 
trial engineering. 

I do not mean to imply that our marketing efficiency research is withoy 
fault. We still have many studies that terminate without breaking through 
the purely descriptive phases. Even where this is not true, the result 
frequently leave much to be desired in terms of usefulness. Too map 
items in our “search of the literature” yield only titles, and too few cop. 
tribute essential information in forms well designed to contribute to suc. 
ceeding studies. Too many of our studies are cast in historical and local 
terms that do not permit modification for use in other localities or in the 
given locality at later dates. But in spite of this, we have had a gratifying 
growth of studies of cotton gins, oil mills, dairy plants, meat packing 
plants, fruit and vegetable packing houses, poultry dressing plants, truck. 
ing and delivery operations, and so on, that is based on better concepts of 
the problem of improving marketing efficiency and on improved research 
tools. 

Some Specific Problems 


I have already indicated that I believe the greatest limitation in our past 
work has been the failure to develop our studies along analytical and 
operational lines that will permit an appraisal of the effects of changes in 
organization on marketing efficiency, and that the recent expansion along 
these lines has meant a real improvement in the quality of our marketing 
research. I would now like to turn to a few specific problems that are 
commonly encountered in marketing efficiency studies. I should add that 
most of these are drawn from our experiences at California, but that a 
brief review of the literature suggests their general importance. In some 
of these we believe that we have or are developing satisfactory answers; in 
others neither theoretical nor empirical tools seem adequate. And in some 
cases it seems probable that really satisfactory answers are impossible. 

To begin with, I would like to refer to an analysis of the relation be 
tween volume and labor requirements in dumping fruit in a pear packing 
house. Preliminary review of the data indicated a close relation between 
daily hours of dumping labor and daily volume, and this was confirmed 
by subsequent statistical analysis: the regression equation was H = 263 
+ 0.054V, where H represents daily hours of labor and V the daily volume 
in thousand pounds (see Figure 1); the corrected coefficient of correlation 
was 0.928. Such results might appear to be most satisfactory to the re 
searcher. The regression is quite definite and highly significant in a statisti- 
cal sense. And in addition, the results serve to further discredit that old 
timer—the law of diminishing returns. 


I am sure that many of you realize that these apparently gratifying 


Man-hours per day 


Man—hours per plant hour 


307 


Man-hours per day 


0 


RESEARCH IN MARKETING EFFICIENCY 949 


0 


100 200 300 400 500 
Volume of fruit per day — 1000 Ibs. 


Fic. 1.—Apparent regression between volume and labor requirements, 


dumping fruit in pear packing house. 


Man—hours per plant hour 


3 lines 


ee 


2 


o-e —e 


10 20 30 40 50 60 
Volume per hour of plant operation —- 1000 Ibs 


Fic. 2.—True volume-labor relationship for pear dumping, based 
volume and labor per plant hour. 
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results are of little value as a description of actual organization and oper, 
tion in this plant, and that the use of this equation to plan reorganization, 
would probably be most misleading. From this standpoint the high corre. 
tion is spurious, since it reflects almost entirely the multiplication of bot} 
independent and dependent variables by the highly variable daily hou 
of plant (or plant line) operation. Actual plant operation involves one 
dumper per line and, at least within very broad limits, this crew organiza. 
tion is not affected by wide variations in the rate of output. This situation 
is revealed in the Figure 2, where hours of dumping labor per plant hoy 
are related to volume of fruit per plant hour. The one man per line charac. 
teristic of the operation is clearly revealed—a characteristic obvious 
enough in this simple case. Further study based on time and motion tech. 
niques can and have been used to allocate the dumper’s time between idle 
and productive work, and to define the approximate capacity of the man 
under these conditions. 

As mentioned above, this all seems quite obvious. Yet I suspect that this 
type of problem is involved in almost all of our studies. The most readil 
available basic data are usually in terms of daily, weekly, monthly, or 
annual totals, and we commonly have used these in our analyses. The te- 
sults are of some value if used correctly, but they are quite misleading if 
used as a description of plant organization, They have little bearing on the 
problem of diminishing returns (which may or may not be important) since 
they do not reflect the intensification factor that is basic to this law. They 
merely prove, to use a simple example, that it takes about twice as much 
gasoline to drive your car for two hours as it does to drive for one hour- 
other things remaining equal! 

I would like to cite a second problem encountered in commonly used 
statistical approaches. Suppose we consider the problem of total labor re- 
quirements in a plant, and conceive it to be a function of several volume 
variables, such as the amount of fruit received, the volume of fruit packed, 
and the volume of culls.* Note that in this and the previous example I have 
inverted the usual input-output direction—inputs of labor are expressed as 
functions of the output of fruit, since in large measure the volume flowis 
subject only to limited control, and the plant adjustments take the form of 
adjustments of inputs in response to changes in the volume received. A 
quite common approach to this problem would be to analyze total labor 
requirements by multiple correlation methods, using the several volume 
categories as independent variables. The results of such an analysis are 
summarized in Figure 3—again for the operation of a pear packing house. 


*This example is taken from “New Techniques in Plant Efficiency Research” by 


B. C. French, a paper presented at the Western Farm Economics Association meeting, 
July, 1951. 
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This diagram shows the actual day-to-day changes in total hourly labo, 
and the estimates based on the multiple regression analysis. While est. 
mates depart somewhat from the actuals, the correspondence is extremely 
close. The corrected coefficient of multiple correlation is 0.987. 

Again, this would appear to be a most satisfactory solution and to sug. 
gest that the regression equation should be a dependable description of 
plant operations. The several volume variables are highly interrelated 
however, and this intercorrelation results in unstable and undependable 
regression coefficients. It is not my present purpose to enlarge on this prob. 
lem of intercorrelation, but simply to raise it as a warning to students of 
marketing efficiency. In this particular instance, we were most interested 
in describing labor-volume relations for a number of jobs and elements 
within the plant. In most cases it was possible to avoid the problem of 
intercorrelation in these elements, since the particular job was logically 
related to a single volume category. Thus, the receiving labor is related 
to the total volume received, the dumping labor to the volume run through 
the plant, the lidding and loading labor to the volume of packed fruit, and 
so on. We then aggregated the several equations in order to synthesize an 
equation for all hourly labor. These results are also included in Figure §. 
While the correspondence between actual hours and estimates based on 
the synthetic equation is not quite as close as in the previous case (the 
multiple correlation technique, of course, will yield the highest possible 
correlation coefficient for an equation of any given form), the correspond- 
ence is still quite high. The correlation between actual and estimates, cor- 
rected for loss of degrees of freedom, is 0.973. More important, the nature 
of the analysis insures a more dependable set of regression coefficients and 
so provides a good description of the actual operation of the plant. Finally, 
it re-emphasizes the desirability of breaking the function under study 
into component elements. Note that it also provides us with the sub- 
equations, and that these contain much more valuable information than 
the aggregated multiple equation. 

I want to make brief mention of some problems associated with long-run 
costs and the evaluation of the costs associated with durable capital goods. 
These problems are important especially in that they involve us in the 
uncertain developments of the future. Yet, future periods are those with 
which we must be concerned—our studies of the past are valuable only as 
they provide information on which to base decisions in the present and 
future. Several related aspects of these problems may be mentioned. First, 
consider the simple case of determining appropriate cost allowances for 
buildings and equipment. The problem arises because these inputs are 
not completely used in any production period. Moreover, we have not 
been very successful in developing functional relationships between such 
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items as depreciation and factors such as time, period of use, intensity 
of use, and maintenance expenses. Finally, technological advance con- 
tinually raises problems of obsolescence. It is possible that some of these 
deficiencies can be reduced through careful study, but many will al- 
ways remain as a considerable area of uncertainty. 

Under these conditions, we may avoid the problem in some cases where 
the pertinent facts for decision making do not involve these fixed costs. In 
other areas, however, the appraisal of such costs is essential to the study. 
This is certainly true of economies of scale, since here the emphasis is on 
the relative efficiency and costs of plants that differ in scale and invest- 
ment. It is also true in terms of labor saving devices. The most important 
factor substitution possibilities in many marketing situations exist between 
labor on one hand, and equipment and mechanical power on the other. And 
this requires a description of the physical inputs—this equipment asso- 
ciated with these amounts of labor—coupled with estimates of present and 
future prices for these factors. Two adjustments seem appropriate, although 
neither is completely satisfactory. First, we should clearly indicate the 
arbitrary nature of some of our computations, so that the reader may make 
such adjustments as he thinks warranted—and especially so he will be 
warned as to this limitation to our results. Second, we can indicate the 
importance of these arbitrary elements by carrying through our calcula- 
tions at several levels of prices and costs. A logical extension of this is the 
development of relationships based on expectation distributions, although 
here again the past may be a poor indicator of future expectations. 

The area of uncertainty stresses the need for work on flexible organiza- 
tions that can adjust to changing conditions. In our emphasis on reducing 
costs, we may indicate a preference for organizations that give the lowest 
cost under existing conditions but that would be subject to rapidly increas- 
ing costs under changed conditions. An obvious example is mechanization, 
where low cost at present is obtained at the expense of flexibility—remem- 
ber that labor is a variable cost, and that we can adjust to changes in such 
things as plant volume by hiring more or less laborers. Another example 
is in plant specialization. At any point in time it will be less expensive to 
. a plant equipped to produce only cheese than it would if the plant 
also had stand-by capacity to produce butter and powder. Yet over a 
period of years, the flexibility in diverting milk supplies from one product 
to another may more than offset the added costs in terms of increased re- 
turns. Again, this requires an appraisal in terms of expectation frequencies. 

Let me close by using the above illustrations as a warning against the 
temptation to appear overdefinite in our research findings. All of us want 
our results to be clear and simple, and probably to be so strong that they 
appear as irresistible recommendations to the industry. It is indeed the 
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function of research to provide information on which entrepreneurs cay 
base their decisions, and we should try to make this information as good 
and as complete as possible. But the research function and the entrepre. 
neurial function differ, and research can never take over the risk-bearin 
functions of management that are an essential part of the uncertain future. 
We can supply a plant manager with information about the labor saving 
potentials of a particular machine, with estimates of the savings in costs 
under stated conditions, and even with some useful information aboy 
future expectations. But then our function ends, and to go beyond is to 
weaken the entire value of the research contribution. 


DISCUSSION 


Joun W. 
University of Arkansas 


First, I would like to make several direct comments regarding Mr. Trelogan’s 
paper. In some sections of the paper I was somewhat at a loss to determine 
when Mr. Trelogan was referring to marketing research and when to marketin 
service and regulatory activities. This leads to the observation that the Research 
and Marketing Act is in itself a confusion from the standpoint of separating the 
three functions referred to above. My personal observation is that the research 
accomplishments and shortcomings of the past five years are clouded by the 
lumping under the heading of marketing research of about all the work that 
pertains to marketing, including research, service, and regulatory activities. The 
issue is further obscured by the concept of people generally that everyone 
sharing in R.M.A. funds is engaged in marketing research. Obviously, such is 
not the case. Many people are apt to be more or less critical of activities car- 
ried on under the act masquerading as research, but actually pertaining to some 
other function. A more specific spelling out of the purposes of the act would 
eliminate some of the misconceptions now sein | 

In the second instance, I would have preferred that Mr. Trelogan discuss 
at greater length the functions of lay or industry advisory committees. That is, 
have these committees really functioned, or have they been rubber stamps for 
programs of research which certain individuals wished to promote? Have they 
really taken a constructive viewpoint, or have they taken the position that 
economic efficiency in most segments of marketing is all right—that the other fel- 
low should try to improve his methods? Also, how have the advisory committees 
functioned from the standpoint of research in the state institutions? From m 
standpoint, I have not been in position to determine the extent to whi 
the advisory committees have been a factor in the programs of state research. 

A third point which Mr. Trelogan might have discussed at greater length 
in his paper has to do with an evaluation of regional research. I would 
particularly like to know if regional research is an effective means of accomplish- 
ing some of the desired objectives of marketing research. Also, is regional re- 
search advancing, or are we still discussing the merits of uniform attack versus 
coordinated attack? Another question relates to whether regional research as 
conceived under R.M.A. is possible of administration. We might ask ourselves 
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whether regional researchers have given the same serious consideration to the 

problems involved in regional research as they have to non-regional problems. 

Another question relates to whether — research during the past five 

years ty some more of a program of professional improvement than a research 
ogram. 

‘ane beneficial results from regional research have been largely indirect— 
acceleration of the training of staff members, and more rapid adaptation of the 
use of new research developments to other areas. If we ask for an accounting as of 
today some very serious questions might be raised. The results at the end 
of 10 years might be far better. At least let us hope that they will be. 

In the section of his paper dealing with criticisms, Mr. Trelogan points out 
that three major criticisms have been leveled at our marketing research; that 
is, criticism of the research, criticism of the research workers, and criticism 
of the administration of the research program. Someone reading the paper 
commented that Mr. Trelogan covered the accomplishments of marketing re- 
search in paragraphs but limited his criticisms to sentences. Perhaps the 
criticisms of the research which has been conducted are valid, but that is not 
to say that it has not been worth-while, nor is it to say that the program 
should be abandoned. Rather, the conclusion might well be that the shortcom- 
ings were to be expected and that a good look will help us to avoid similar 
shortcomings in the future. Much of the criticism aimed at the research 
workers will disappear as soon as we obtain sufficient trained personnel. How- 
ever, the problem of interdisciplinary cooperation is far more difficult of solu- 
tion. The thought of cooperation among various subject matter fields or areas of 
work sounds fine on paper but is very difficult to achieve in practice. Always 
there is the question of what is involved and how far should we go. Maybe 
specific facts or solutions to problems put together and introduced in practice 
by the operator in the marketing system will give a more satisfactory total 
answer than an attempt to solve all of the problems, because anticipated com- 
plete solution leads to complications or the setting up of other problems. 

On the question of criticism of the administration of the marketing research 
program, I would like to suggest that attention be given to two points; that is, 
ess consideration to a uniform or agency share and more attention to distribu- 
tion of funds to those groups in position to do research, or distribution where 
funds and work should receive additional emphasis. Secondly, there seems to be 
little fundamental basis for the thought that a completely new organization to 
administer the new program be set up. I recognize that a new administration 
would be the usual way of Government. However, it would in all probability 
lead to more duplication, and less returns per dollar invested than under a 
system of administration which would take advantage of resources already 
available at the time the act was passed. We should recognize that marketing 
research was not conceived with the passage of the Research and Marketing Act 
of 1946. The act merely gave added emphasis to the work and made possible 
greater resources, which should lead to a vast improvement in accomplishments. 

I agree with Mr. Trelogan that marketing research during the past five 
years has been worthwhile and that emphasis on marketing cenenielh should 
be continued in order to not only answer current questions but in order to search 
for fundamental and long-run improvements. 

The examples and problems which Dr. Bressler uses in his paper are good 
ones and deserve close study by students of marketing research. During the past 
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few years we have heard a lot of criticism of descriptive research—almost to the 
point that some people have reacted adversely to the description necessary in 
every research project. I was pleased to see that Ray Bressler recognized the 
true aspects of description in research, pointing out also the need for goip 
beyond the descriptive stage. The presentation also recognized that it is 
sible to extend research and resulting conclusions to cover the entire econom 
but that such coverage, because of its complexity, is likely to lead to defeat 
rather than success. We should recognize, as Mr. Bressler did, that research ang 
the entrepreneur function are separate considerations and that many recipients 
of research do not necessarily want to adopt the results, but actually prefer 
“status quo.” 

Perhaps the two major problems involved in research in marketing efficiency 
might be listed under the headings of selecting the worth-while areas of work 
and i the necessary coordination of the various subject matter disciplines 
involved. 


DISCUSSION 


A. H. TURNER 
Department of Agriculture, Canada 


It is my purpose in this discussion to mention one or two features of the 
papers presented, briefly describe the organization of marketing research in 
Canada, and to close with a question or two for Dr. Trelogan. 

In my opinion, the papers in the time allowed gave an excellent coverage of 
the subject. They indicated a thorough knowledge of the fields discussed and 
considerable research into the detail of what was being accomplished. I might 
have hoped for somewhat less descriptiveness and more penetrating criticism. 
However, the papers have both raised a number of problems and pointed to 
areas of progress relating to marketing research as it is now carried on. This 
will provide those most directly interested with suggestions for consideration of 
the progress being made or the seriousness of the problems to be encountered. 

I am heartily in agreement with Dr. Trelogan when he states that “tangible 
results are not easily segregated as accomplishments of research because of the 
close interrelationship with extension and service activities.” It seems to me 
that this is as it should be when dealing with a dynamic operation such as 
marketing agricultural products. I can vouchsafe from personal association with 
the decisions on actual sales operations of the Canadian Agricultural Prices 
Support Board that it is necessary to have teamwork all along the line, if 
information is to be of the most help to the Board in making its decisions. 
Progress in actual marketing operations is usually brought about by compro- 
mise between reasonable research recommendations or suggestions of what 
will happen under a given set of circumstances and the existing conditions, 
as decision-makers see them, at the time the change in the operation is to be 
effected. As long as the market researcher has played sufficient part in that 
.compromise to make it difficult to - who contributed most, then in my 
opinion he has served a purpose in marketing progress. 

In this connection, I am a little disturbed by the suggestion of Dr. Bressler to 
put walls around the research and entrepreneurial functions; but I assume 
that this is mainly for definition purposes. It would seem to me that if the 
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market researcher is to play his part in immediate or day-to-day problems of 
marketing, as well as in long term considerations where his function may be 
more clearly segregated, he has to be closely associated with the entrepreneur 
even in decisions. 

Another point which has been touched upon in both papers in various ways 
is that of working with the marketers. Too many of our agricultural marketing 
research men, for some reason or other, prefer to draw conclusions on the basis 
of a few statistics and the theory of “other things being equal,” without working 
closely with the trade in order to improve the effectiveness of their techniques 
and the results of their marketing research. 

With respect to marketing research in Canada, I would point out that our 
National Research Council, supported by public funds, has been particularly 
active in those fields of marketing where the — sciences are important, 
such as preservation, storage, packaging, and utilization of farm products. 
Governments in various departments, both federal and provincial, universities, 
and private market research organizations are active in various phases of 
marketing research. We have been active to a greater or lesser extent in fields 
similar to those in the United States, and have drawn heavily on marketing re- 
search results in the United States particularly in recent years. This is an al- 
most inevitable development based on our many U.S. branch plants both at 
manufacturing and distribution levels, and the general similarity in our econ- 
omies. 

Our Bureau of Statistics, along with other provincial and federal market 
information agencies, provides us with much of the basic information which is 
necessary. We have our trade commissioners and agricultural counsellors abroad 
to give us basic information on foreign markets. 

We also have our Economics Division of the Department of Agriculture 
which, by itself or along with other oon or government agencies interested in 
marketing agricultural products, probes a little here and a little there in various 
fields of marketing research such as tariffs and trade, prices, cooperative 
marketing and business management, commodity problems, marketing costs, 
transportation, storage, consumer demand and consumer problems generally, as 
well as various market area, market supply, and market facility problems. 

We do not have in Canada the numerous nonprofit research foundations 
similar to those which operate in the United States, nor do we have rE 
that compares with Title II Funds under the Research and Marketing Act. Wi 
respect to the former, from time to time a United States foundation has been 
interested in an agricultural marketing problem in Canada. With respect to 
the latter, I think we can only continue to build slowly and hope that as our 
foundations are solidly laid there will be funds available to build the walls and 
roof of the house. 

Just a word about personnel. We envy you of the United States your insti- 
tutions and your training facilities for marketing research personnel. As was 
pointed out last night, Canadians have been making considerable, in fact very 
extensive use of these facilities. As a result, we have competition for personnel 
not only from administrative, teaching, and other work prospects in our own 
country, but also from United States for Canadians who have advanced training 
and experience in marketing research. However, since some of our postwar 
group are now to the stage of sufficient training and experience to make worth- 
while contributions, the future with respect to personnel may be somewhat 
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brighter. For a long time to come, due to the aang | and complexity of the 
subject matter, it is unlikely that those who prove their ability in this fel 
cannot be usefully employed. 

In conclusion, I would like to ask some questions. Dr. Trelogan mentions the 
reactions of the 22-odd advisory comittees with respect to further expansion of 
marketing research. Would he say that these advisory committees, articularly 
if they continue to include the same personnel or the same type of personnel, 
are not likely to be subject to the same criticism as the consumer panel of 
“knowing siet is desired and obliging”? Would Dr. Trelogan suggest what 
other criteria, if any, of establishing priorities for research in various fields are 
used, aside from the recommendations of advisory committees and of State 
Experiment Stations? 
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MARKETING DEVELOPMENTS IN CANADA 
Chairman: H. R. Wellman, University of California 


CANADA’S EXPERIMENT IN STATE TRADING 


Gorpvon L. BurTOoN 
McGill University 


N THIS paper I have attempted to trace the origin and development of 
Canada’s experiment in the trading of farm products by government. 
Although state trading has not been confined to foodstuffs, by far the 
greater part of our ventures into this area have been concerned with these 
products. 
The Origin of the Experiment 

During World War I, the Government of Canada set the stage for its 
entrance as a trading monopoly. Since purchases of wheat for the Allied 
Governments were being made by a single agency, the open market was 
considered incapable of determining a satisfactory price. Accordingly, a 
fixed price was set for wheat from the crops of 1917 and 1918; trading in 
cash grain and futures was suspended and the Board of Grain Supervisors 
established to act as the selling agency. This first Board did not itself 
take possession of the grain; it simply supervised sales at a fixed price. 

The first Canadian Wheat Board was set up in 1919 and marketed the 
wheat crop of that year. The structure of this board was to serve as a 
model for its successor, born some 16 years later. The basic principle fol- 
lowed was ihe constitution of a government purchasing monopoly paying 
a fixed initial price to the farmer and, after disposing of the crop, prorat- 
ing the net proceeds back to the farmer as payment on a “participation 
certificate” issued when the grain was first delivered into a country ele- 
vator. 

Despite the popularity of this board with the western farmer, a popu- 
larity born of high prices, an apparently greater degree of price stability 
and a sense of fair play, since all farmers received the same price at the 
Lakehead for wheat of the same grade, the Board was dissolved in the 
summer of 1920 and the open cash and futures market again permitted 
to function. The subsequent sharp decline in the price of wheat intensified 
agrarian demands for another board. When the Government of the day, 
somewhat reluctantly, refused to meet these demands, farmers turned to 
an alternative objective—the organization of a co-operative “pool” in each 
of the three Prairie Provinces with a central selling agency to perform the 
merchandising function. 

The story of the Pools is well known. Consistently with their philosophy 
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of self-help, these cooperative marketing agencies preferred to carry the 
risk of changes in the price of their grain inventories and, hence, useg 
sparingly the hedging facilities provided by the futures market, The 
Pools appear to have subscribed, for a time at least, to Sapiro’s philosophy 
of regulating the volume of wheat offered for sale as a means of securin 
a better price. Although sales promotional offices were established jp 
Europe, competition offered by other exporting countries hindered the 
attainment of this goal. | 

The crash of 1929 and 1930 served to demonstrate as plainly as anything 
could that cooperatives are not close substitutes for government boards as 
price supporting agencies. The Federal Government guaranteed the ad. 
vances which the Pools had received from the banks and which they were 
unable to repay because of what proved to have been excessive initial pay. 
ments to producers. The Pool’s Central Selling Agency was used by the 
Government as a price support agency—an agency seeking unsuccessfully 
to bolster wheat prices by acquiring modest stocks of wheat and futures 
contracts. 

The second and present Canadian Wheat Board was set up in 1935. 
Between 1935 and 1943 it functioned along beside the open market. The 
Board announced, usually after seeding, an initial price which it stood 
ready to pay for wheat; any net proceeds were prorated back as a pay- 
ment on delivery certificates. Farmers could either sell to the Board or on 
the open market, depending upon the price on the latter and, in some 
instances, upon their philosophy of the role of government marketing agen- 
cies. 

In this way the Wheat Board served as a price support agency during 
eight crop years. During some of these years the market price was above 
the initial price and the Board handled little or no wheat; in others the 
initial price was above the market and the Board got most of the wheat 
delivered. Deficits of the order of $80 million were made up by the Treas- 
ury, and hence the taxpayer, during this period. The small surpluses 
realized during some years were returned to the growers. 

The Board was directed to sell wheat “for such price as it may consider 
reasonable with the object of promoting the sale and use of Canadian 
wheat in world markets.” In those years in which the Board incurred a 
deficit, it was subsidizing (a) the wheat farmer—which was one of the pur 
poses of the Board, (b) the Canadian consumer and livestock feeder, and 
(c) the foreign importer of Canadian wheat. The incidence of this subsidy 
as between the farmer and the consumer depended upon the extent to 
which the differential between the initial price and the market price in- 
creased the acreage seeded to wheat (the elasticity of the supply sched- 
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ule). Since these differentials were very modest, and since the initial price 
was usually announced after seeding, the wheat farmer seems to have 
received most of the subsidy; the domestic and foreign consumer got his 
wheat little, if any, cheaper than he would have in the absence of the 
Board. 

By setting a floor price, the Wheat Board removed some of the high 
degree of price uncertainty which is characteristic of the open market for 
wheat. The initial prices set by the Board during the 1935-43 period were 
forward prices in that they were effective for a crop year. Too, they were 
usually set at about the expected equilibrium level. However, the prairie 
farmer was still confronted with a good deal of price uncertainty for his 
grain since: 

(a) The initial price of wheat was, as I have noted, usually set after 

seeding was over. 

(b) No forward prices were fixed for oats, barley, rye and flaxseed— 

crops which compete with wheat for acreage in the Prairie Prov- 
inces.* 


The Development of the Experiment During World War II 


Following Canada’s entrance into World War II in 1939, the experiment 
in state trading was rapidly extended to products other than wheat. War- 
time conditions are always favourable to an extension of the arm of Govern- 
ment. The United Kingdom was our most important market for farm 
products; there the State immediately assumed control over imports in 
order to save shipping space and to conserve her supplies of foreign 
exchange. 

The precedent for state trading in Canada had been established. In 
addition, Canada had, under the so-called “Ottawa Agreements” of 1932, 
been granted a tariff preference of 10 percent in the markets of the 
United Kingdom. A Liberal government was elected in Canada in 1935 
and in 1987 it renewed the Agreement which had been established by the 
Conservatives under ‘Mr. Bennett in 1932. Canada secured a quota for 
export to the United Kingdom of 280 million Ibs. of bacon, 60 million Ibs. 
of cheese and 60 thousand head of beef cattle. Prior to the outbreak of 
war, the Government, however, had no authority to enforce delivery under 
these quotas and did not attempt to do so. 

In 1989 the War Measures Act was brought into force giving the Federal 


* Although the Wheat Board Act of 1935 permitted the Board, with the approval 
of cabinet, to apply the terms of the act to coarse grains and flaxseed, this was never 
done and the provision was removed in an amendment passed in 1939, The authority 
to handle oats and barley was restored in an amendment passed in 1948. 
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Government the authority to buy, and enforce delivery, and to sell. Export 
contracts were negotiated and government boards established in Canad, 
to purchase food to meet these contracts and to handle shipments to the 
Ministry of Food in the United Kingdom.? 

Between 1939 and 1944 contracts were established for a one-year period 
specifying quantity, quality, and price. In 1944 agreements for bacon, 
cheese, eggs, and beef covered a two-year period. The contracts were 
“open-ended” in the sense that no provision was made for penalties in the 
event that Canada failed to ship the quantity specified in the contract, 
Between 1939 and 1945 Canada filled most of these commitments and in 
some cases exceeded the minimum amounts specified. The early contracts 
were for bacon, cheese, and apples; later a number of others were added, 
including canned and dried milk, beef, mutton and lamb, vegetables and 
flax fibre.® 

Controls over exports were essential to the effective administration of 
the export contract program and these were established. In order to per- 
mit the export of surplus feed grains into the higher priced American 
market and without inter-governmental contracts, export permits were 
granted to individual exporters who paid what were known as “equalization 
fees.” These fees were approximately equal to the difference between the 
controlled price in Canada and the price in the United States. The receipts 
from these fees were, in turn, distributed by the Wheat Board to those 
farmers who had delivered feed grains to the Board. 

The Boards purchasing contract products in Canada offered the con- 
tract price less handling charges. These prices were in turn consistent 
with the wholesale price ceilings on foodstuffs while the price control pro- 
gram was in effect. 

We have traced state trading in wheat up to 1943. Important develop- 
ments in this area have since occurred. In September of 1943 the Board took 
over all privately owned wheat in commercial positions and henceforth has 
remained the sole commercial buyer of wheat. A multiple selling price 
system was established, with one price to Mutual Aid countries and the 
domestic consumer, and a second, and higher price, to all other buyers. 
Trading in cash wheat and futures on the Winnipeg Grain Exchange 
stopped perforce, since no one but the Board owned any wheat in com- 
mercial position. 


* General responsibility was assigned to the Agricultural Supplies Board. The actual 
purchasing and forwarding was carried out by the Meat Board, the Dairy Products 
Board and the Special Products Board. These boards were all within the Department 


of Agriculture; the Wheat Board, under the Department of Trade and Commerce, 
continued to handle wheat exports. 

*See Frank Shefrin, Exports of Canadian Farm Products, Department of Agri- 
culture, Ottawa, February, 1949. 
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The Anglo-Canadian Wheat Contract 


In 1946 Canada entered into what has become a highly controversial 
four-year contract with the Government of the United Kingdom. Canada 

aranteed to ship 600 million bushels of wheat over a four-year period 
—160 million during each of the first two years at a price of $1.55 and 
140 million during each of the last two at not less than $1.25 per bushel 
in 1948-49 and $1.00 in 1949-50. The exact price in each case was to be 
determined not later than the last day of the December immediately 
preceding the crop year. The contract also included a “joker,” known as 
“the have regard to” clause. This clause stated that, in negotiating prices 
for the last two years, the United Kingdom was to have regard to any 
difference between the prices paid under the agreement during the first 
two years and the world prices for wheat during these years. 

This agreement was advocated by, and had the enthusiastic support of, 
the Canadian Federation of Agriculture, of which the Wheat Pools are 
influential members. In effect, the agreement was a gigantic hedge: no one 
knew when the agreement was drawn up what the price of wheat would 
be during these four years. As events have turned out, the farmers were 
“bears” when they should have been “bulls.” Although the agreement 
formally covered only 600 million bushels, in effect, it covered a good 
deal more than this, since wheat has been supplied to the domestic market 
at contract prices. 

Wheat, over and above commitments under the Agreement and for 
domestic use, was sold for export by the Board for the best price obtaina- 
ble. The average prices received for contract and Class II wheat during 
the life of the Agreement were as follows: 


Contract price Class II price 

Crop year $ per bushel $ per bushel 
1946-47 1.55 2.43 
1947-48 1.55 2.88 
1948-49 2.00 2.23 
1949-50 2.00 2.16 


The United Kingdom took the position that nothing was owing Canada 
under the “have regard to clause” and the Canadian Government appears 
to have agreed. Nevertheless, $65 million was appropriated by Parliament 
this year to enable the Wheat Board to make a higher final payment on 
wheat delivered during the Agreement. 

Estimates of the loss vary between $300 and $400 million. These esti- 
mates have been challenged by supporters of the Agreement on the 
grounds that, in its absence, Britain would have bought more wheat from 
the United States and less from Canada because of the “surplus com- 
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modity” provision under E.C.A. A less cogent argument is that if the 
600 million bushels sold to Britain had been thrown on the world market 
it would have depressed prices. 

Needless to say, the Agreement has stirred up some acrimonious argy. 
ments both in and out of Parliament. The Federation of Agriculture has 
supported it on the grounds that it has had a stabilizing effect upm 
Canadian agriculture. The private grain trade, which now functions as 
agents of the Wheat Board, argue that administered prices are not 
satisfactory substitutes for freely determined market prices and that 
farmers have suffered severe losses. 

There can, I think, be no question that western wheat growers have 
taken large monetary losses. On the other hand, if wheat prices had de. 
clined below $1.25 and $1.00 during °48-’49 and °49-'50 they would have 
gained from the Agreement. Perhaps a part, at least, of these losses should 
be considered as an insurance premium. Since the Agreement has been 
supported by large numbers of western farmers one might argue that 
if the wheat producers themselves prefer to accept a lower but more cer- 
tain price for their own product they may not be criticized for doing so. 

The International Wheat Agreement, which came into effect on August 
1, 1949, overlapped one crop year with the Anglo-Canadian Agreement 
and has now replaced it. For the five crop years 1945-46 to 1949-50 the 
C.W.B. operated a single pool with all growers receiving the same price, 
basis the Lakehead, for the same grade of wheat. Beginning with the 
crop year 1950-51, the Board has returned to a single year pool. The 
objective of the five-year pool was apparently stabilization of returns to 
the grower over time; the expectation being that a five-year period would 
include years of both high and low prices. The export contracts and the 
pool thus constituted a pyramiding of stabilization policies. 


State Trading in Coarse Grains 


On August 1, 1949, the Wheat Board became the sole commercial buyer 
of oats and barley just as it has been for wheat since 1943. Prior to taking 
this step the Government was apparently somewhat uncertain as to how 
it should price these feed grains. There were no export contracts, and a 
very high proportion of both the oats and barley crops are fed within 
the country. Moreover the dairy, beef and poultry farmers of eastem 
Canada are dependent upon the West for roughly one half of their supplies 
of feed grains. Western farmers asked that the Board should sell oats 
and barley “for the best available price whether in export or domestic 
markets.”* Eastern farmers agreed that the selling policy should be based 


* According to a report carried by the Manitoba Co-operator, eg 27, 1949, 
of the meetings of the Western Agricultural Conference, composed of de 
farm organizations in the four western provinces, meeting in Saskatoon. 


egates from 
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“on the free supply and demand situation for coarse grains” but that 
livestock feeders should be represented along with grain growers, as an 
advisory committee to the Board.*® 

The initial reaction of the Honourable Mr. Howe, the Minister re- 
sponsible, was to look to the Canadian Federation of Agriculture “to 
recommend prices satisfactory both to producers and feeders.” The 
Federation, representing both the growers and feeders, did not rise to 
this lure. 

Both the cash and futures markets for oats and barley have continued 
to function. The Board establishes its own selling price daily for both 
cash and futures. An open market price is recorded on the grain exchange 
by independent traders who have acquired, or expect to acquire, oats or 
barley from the Board, or from someone else who has bought from the 
Board. 

The Board and market prices rarely differ by more than an eighth of 


_ acent. Officials of the Board subscribe to the view that they establish their 


price at the market price; there are others who believe that the market 
follows the Board’s price. Perhaps both prices are at the equilibrium level. 

Although the Government bears a substantial part of the freight on 
feed grains shipped from West to East for domestic use, the eastern feeder 
would like a more stable price, or at, least a more certain price, for the 
grains which constitute so important a part of his cost of producing meat 
and milk. 

This marketing policy for coarse grains, although supported by 
organized agriculture in the West, is, nevertheless, a controversial one. 
Manitoba, Saskatchewan, and Alberta have passed complementary -pro- 
vincial legislation, but Manitoba is holding a referendum this coming 
autumn to determine the proportion of grain growers in that province 


who support the policy. 


The End of the Bilateral Export Contracts 


Confronted by a shortage of dollars after the War, Britain again sought 
supplies of meat, eggs, and dairy products from her traditional suppliers 
in Europe and attempted to continue and expand her forward contracts 
with New Zealand and Australia. No bilateral contracts with Canada 
now exist. Canada, too, plagued for a time by a shortage of U.S. dollars, 
has removed the embargoes which prevented farm products from moving 
into the United States. Beef and beef cattle have moved freely since the 
fall of 1948 and grain, pork, hog, cheese and milk exports are now limited 
only by tariffs or other restrictions imposed by the United States. 

The Government of Canada still has authority to purchase any farm 


*According to a resolution passed by the Ontario Federation of Agriculture at 
their Annual Meeting in 1949, f 
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product in Canada (other than grains) and to enter into export contracts 
for such products under the terms of the Agricultural Price Support Act 
of 1944. Under this authority the Prices Support Board has guaranteed q 
two year forward price for butter and is attempting to limit the range of 
seasonal variation in price to the costs of handling and storing. 

The buoyancy of the postwar market for food has enabled Canada ty 
limit price support to a relatively few commodities. 


Conclusion 


After 12 years of trade in farm products with Britain under the 
terms of bilateral export contracts, Canada has finally abandoned this 
particular form of state trading. We did not surrender this practice easily, 
during the last year of the contract for bacon and cheese, Canada sold 
both of these commodities to Britain for less than the Government paid 
Canadian farmers. The present Government is a staunch supporter of the 
International Wheat Agreement, notwithstanding the recent, and pro- 
tested, increase in carrying charges. The practice of state trading within 
the country is still firmly entrenched and both enjoys widespread support 
and offers a target for vigorous criticism. 

Support for state trading stems, I think, largely from the greater degree 
of price certainty which it affords. The farmer in the Great Plains area of 
Canada must still cope with highly variable yields. Under an open market 
he is as helpless in preventing a possibly disastrous decline in the price of 
grain. Under a Wheat Board he has some chance, through his organiza- 
tions, of persuading the Government to maintain a price for grain which 
is more or less consistent with the prices of the materials and labour used 
in producing that grain. 

Many Canadians, too, are convinced that the United Kingdom, in spite 
of its policy of producing a maximum of foodstuffs at home, almost 
without regard to cost, offers the most stable market for Canadian farm 
products. There is a feeling that the American economy belongs to the 
“boom and bust” family and will not offer a dependable market for our 
surplus food. The beef producers are proud to be excluded from this 
group of sceptics. A rapidly expanding population in North America may 
tend to restore confidence in the future of the market for food on this 
continent. 

One serious defect of the bilateral contracts was the horse-trading 
which accompanied the renewal of contracts. It was not always possible 
to conduct the necessary bargaining in the spirit of mutual goodwill which 
characterizes our relations with the people of the United Kingdom. Too, 
although the contracts offered a greater degree of price certainty during 
their tenure, there was always much uncertainty as to whether they would 
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be renewed and under what terms. Economists can sometimes more or 
less correctly anticipate prices based upon supply and demand working 
through an open market. No one can guess what will come out of a 
bargaining session between two governments. 

Perhaps a less obvious defect of state trading is that it tends to obscure 
the important role of the price system. Canadian farm leaders occasionally 
seem to forget that price provides the mechanism, however imperfect, 
which informs producers of what consumers want. There is a tendency 
to believe that buyers and sellers can sit down and arrive at some sort 
of a price which is “fair” to both—almost without regard to the effect of 
such a price on production or consumption. 

Finally, state trading necessitates the use of a whole host of controls 
which seem inconsistent with the spirit, if not the letter, of the efforts of 
western countries to promote freer trade. 
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THE ONTARIO MARKETING BOARDS 


G. F. PERKIN 
Department of Agriculture, Ontario 


ARKETING legislation has now been a matter of current interest 

and current discussion in Canada for upwards of 25 years. The 

discussions have led to an important farmer movement. The subject also 

raises a number of controversial points in constitutional law on which 
few lawyers agree. 


Background 


Beginning in 1920, farm prices and incomes fell severely in a coun 
heavily dependent on exports of primary products. Not only had farm 
incomes declined from 1920 to 1922, but the recovery of raw materials 
prices to 1929 had been modest. Real depression began in 1929 and from 
then until 1933 intensified. Farmers looked for some means or other of 
resisting the fall in their incomes and turned to marketing adjustments, 
as the United States had done under the Federal Farm Board in 1929 to 
1931, and as the Province of British Columbia attempted to do under its 
Produce Marketing Act, 1927, and its Dairy Products Sales Adjustment 
Act, 1929. During the 1920's, and especially from 1927 to 1929, Canada 
witnessed a burst of consolidation in its food product industries. Canadian 
Canners Limited absorbed many small fruit and vegetable canning com- 
panies, particularly in Ontario. Canada Packers Limited absorbed four 
meat packing companies. Consumers in western Canada, along with 
British Columbia and Ontario fruit and vegetable growers, feared the Nash 
combination, which was dominant in the sale of fresh fruits and vegetables 
in the four western provinces. In part, these consolidations represented 
larger firms absorbing smaller ones which had excess capacity, but farmers 
were suspicious of the reduced number of buyers for their products. The 
Royal Commission on Mass Buying and Price Spreads in its hearings in 
1934 had widely publicized certain aspects of large-scale buying, which 
convinced farmers that the incidence of the depression was falling with 
undue severity on the prices of farm produce. For these and other 
reasons Canadian agriculture supported the passage of the Natural 
Products Marketing Act by the Government of Canada in 1934.* 


The Natural Products Marketing Act (Canada) 


The Natural Products Marketing Act (Canada) 1934 was largely 
patterned on the British Agricultural Marketing Acts of 1931 and 1938. 


*M. W. Farrell, “Experience with Provincial Marketing Schemes in Canada,” 


this Journal, November, 1949. 
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This form of organization was originally developed in Queensland, 
Australia, and took its first shape there in the Queensland Wheat Pool 
Act of 1920, which in turn was followed by the Queensland Primary 
Products Act of 1922. The essential feature of the Australian Acts and 
subsequently their British and Canadian counterparts is that where the 
majority of the producers of a commodity desire to sell their product 
collectively, the minority may be compelled by law to join in a common 
sales policy. 


The Natural Products Marketing Act (British Columbia) 


Simultaneously with the passage of the Natural Products Marketing 
Act (Canada) 1934, the Province of British Columbia—which in 1927 and 
again in 1929 made two ill-fated legislative attempts at agricultural 
marketing legislation—passed a Natural Products Marketing Act, 1934, 
almost identical in substance to the Natural Products Marketing Act 
(Canada), 1934. British Columbia’s 1927 Act had been declared ultra 
vires provincial jurisdiction by the Courts in 1931 because it infringed 
Dominion jurisdiction in matters of inter-provincial trade. Its 1929 Act 
had been declared ultra vires provincial jurisdiction by the Courts in 
1932 because the levies provided that equalization of prices were deter- 
mined to be indirect taxes, likewise an exclusive Dominion field. Conse- 
quently, the British Columbia hope for its 1934 Act, in conjunction with 
a virtually similar Dominion Act of the same year, would enable any 
marketing organization set up in British Columbia to draw its powers 
from either or both sources and consequently be legally foolproof from 
attack within the constitution of Canada. 


Final Settlement of Provincial-Federal Marketing Responsibility 


But the process of law was not yet complete. The validity of the 
Natural Products Marketing Act (Canada) was questioned and the 
matter was referred to the Privy Council, London, England, for an 
opinion. In 1937 the Privy Council declared the Federal Act unconstitu- 
tional, on the grounds that it infringed upon provincial jurisdiction over 
matters of property and civil rights and individual forms of trade and 
commerce confined to the provinces. Subsequently the Privy Council 
upheld the vires of the Natural Products Marketing Act (British Colum- 
bia). This very important decision established the right of each province 
in Canada to provide for the effective regulation and control of the 
marketing and transportation of natural products within each province. 
The authority to regulate and control the marketing of natural products 
in inter-provincial and export trade rested with the Canadian Govern- 
ment, whose authority furthermore was strictly limited to this field. 

The foregoing attempts to sunimarize the legal “no man’s land” that 
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existed during the 1930's in respect to marketing legislation in Canada, 
and indicates the now established limits of provincial and federal juris. 
diction in this field. 


Agricultural Products Marketing Act (Canada) 1949 


The circle was completed when the Canadian Government passed its 
Agricultural Products Marketing Act (Canada) in 1949 at the request of 
the Canadian Federation of Agriculture. Under this act, one of the 
shortest statutes on record, Provincial Marketing schemes on certification 
by the Canadian Government may have “like powers” granted them by 
their province extended into the inter-provincial and export field. In 
this way was lifted the effect of the limitation by the 1937 Priv 
Council decision that intra vires provincial legislation extended only to 
the marketing of a product for consumption within that province or for 
sale to another person within that province. Marketing regulation of a 
farm product sold anywhere is now possible under a combination of 
Provincial and Canadian law. It is important to note, however, that the 
Canadian Government will not extend to any provincial marketing 
scheme powers in inter-provincial and export trade which the goven- 
ment of that province has not already extended to that scheme for intra- 
provincial trade. 

Three Ontario marketing schemes, i.e., the Ontario Cheese Producers 
Marketing Scheme, the Ontario Dry Bean Growers’ Marketing Scheme 
and the Ontario Winter-Celery Growers’ Marketing Scheme, have now 
had the powers granted them by the Province certified under the Agri- 
cultural Products Marketing Act (Canada). Thus the marketing of the 
regulated products by the local boards established under these schemes 
has been extended to include the inter-provincial and export sale of 
these products. It is expected that several other Ontario marketing 
schemes will be making similar applications in due course. 


Farm Products Marketing Act (Ontario) 1937 


As soon as the Privy Council declared the Natural Products Marketing 
Act (Canada) unconstitutional, the Ontario Legislature passed the Farm 
Products Control Act, 1937, with similar objects and powers to the 
Federal Act. The Ontario Act had the unanimous approval of all mem- 
bers of the Legislature when it was passed—a fact worth noting. In 1946 
the act was amended in a number of its provisions for clarification and 
its name changed to The Farm Products Marketing Act (Ontario). The 
purpose of the act is to provide the necessary legislative machinery to 
enable agricultural producers of designated crops to cope with the rapidly 
changing practices and methods of modern business. Essentially the act 
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is the legally constituted means for either (1) the collective bargaining 
and sale of designated farm products, or (2) the actual marketing by 
local boards, acting as agents for the producers, of designated farm 
products, including the physical handling of the particular product or 
products. 


Chief Provisions of the Act 


Among the various provisions of the Ontario Farm Products Marketing 
Act, perhaps the chief one is the authority enabling the Ontario Minister 
of Agriculture to recommend approval of any producer marketing scheme 
after a “reasonably favourable” vote by signed ballot has been taken of 
the farmers concerned. In practice, “reasonably favourable” has been 
interpreted as 66% percent “yes” vote of all those eligible to vote. An 
existing marketing scheme which does not enjoy the continued support 
of its members may be revoked in the same way. It will be noted at 
once that this is a much more stringent provision than obtains in an 
ordinary election where the successful candidate is elected by a simple 
majority of those actually voting. 

The second provision of the act of interest at this point is the section 
which creates The Ontario Farm Products Marketing Board. This Board, 
comprised of Senior Officers of the Ontario Department of Agriculture, 
administers the act and to a degree supervises the operation of each 
marketing scheme approved under the act. 

In addition to the two provisions just mentioned, the act contains 
practically all the authority found in any compulsory marketing legisla- 
tion. Basically, it provides for the establishment of producer local boards 
which are empowered, with certain limitations, to regulate and control 
the marketing of agricultural products within the Province. In the case 
of Ontario, however, considerable care has been taken by the Provincial 
Legislature to define the specific powers which may be delegated to 
producer boards by the Farm Products Marketing Board, and to define 
the specific powers to be administered by the Farm Products Marketing 
Board itself. In this respect, the operation of marketing schemes in 
Ontario is distinct from that of any other province in Canada. 

Briefly, the following are the main powers which may be delegates 
by the Farm Products Marketing Board to any producer local board: 


1. the right to investigate and settle disputes concerning any regulated 
product, 

2. the right to investigate costs of producing, processing, distributing or 
transporting any regulated product, 

8. the right to establish price negotiating agencies and adopt or determine 
minimum prices, conditions and forms of contract, terms of purchase and 
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sale and handling, storage and selling charges for any regulated product 
or for any class, variety, grade, or size of a regulated product, 

4. the right to require persons engaged in the producing or marketing of 
a regulated product to register their names, addresses, and occupations 
with the local board, 


. the right to provide for the pooling of the proceeds of the sale of any 
regulated product, 


5 
6. the right to exempt any person or class of persons from any scheme or 
any order or direction of the local board, 
7. the right to inspect the books and premises of any person engaged in 
the marketing of any regulated product, 
8. the right to require the furnishing of proof of financial responsibility 
by any person engaged in the marketing of a regulated product, 
9. the right to prohibit the marketing of any grade or size of any regulated 
roduct, 
10. Fhe right to accept authority from the Canadian Government to control 
the inter-provincial and export sale of any regulated product, and 
11. the right to cooperate with similar producer local boards of other prov- 
inces by marketing cooperatively or otherwise. 


The following powers may not be delegated to any producer marketing 
board by the Farm Products Marketing Board and may be invoked by 
it only on the approval of the Lieutenant-Governor in Council: 


1. the right to regulate and control the marketing of any regulated product 
including the appointment of exclusive marketing agencies through which 
such product may be marketed, 

2. the right to licence persons engaged in the marketing of any regulated 
product and to renew, refuse, or suspend such licence, and 

3. the right to levy licence fees or service charges and their specific amount 


on any regulated product, in order to pay the operating expenses of pro- 
ducer marketing boards. 


Finally, there are penalties provided for breaches of the act. 


Method of Operation 


From the foregoing it will have been noted, particularly by those 
familiar with this program in Canada, that there are fundamental differ- 
ences between the operation of compulsory marketing schemes in On- 
tario and in the other provinces, chiefly British Columbia, Saskatchewan, 
and Nova Scotia. 

Several reasons account for this situation, of which the following are 
the most important: 

1. The main market for agricultural products in Ontario is the domestic 
market. Except for bacon, cheese, and beef cattle, Ontario consumes 
practically all its agricultural products at home and in the case of several 
farm crops, the Province is not self-supporting. Except for the Province 
of Quebec, this situation is reversed elsewhere in Canada, where the 
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main market for most agricultural products is outside the province where 
production took place. 

9, Ontario geographically covers a large area. It comprises several 
cities, towns, and villages interspersed with highly specialized farming 
communities in the older sections, all of which are connected with a 
complete network of paved highways. The result is that with modern 
transportation facilities, almost every Ontario farmer has a local market 
practically at his back door. The degree of regimentation and the expense 
of operating a “100 percent one-desk deal,” as the compulsory marketing 
schemes of British Columbia and Nova Scotia are popularly described, 
here where the entire crop of one or more regulated products is sold 
through a single sales agency, chiefly for shipment out of the Province, 
would be prohibitive in most instances under Ontario conditions. 

8. Because of the many local markets in Ontario, the practice of 
farmers selling retail or direct to consumers is actively encouraged. In 
fact, the Farm Products Marketing Act specifically exempts such trans- 
actions from control or regulation by any scheme, except where the 
retailing is by large organizations maintaining separate warehouses and 
operating five or more retail outlets. 

It is for these reasons that Ontario Marketing schemes act for the 
most part as the media for negotiating and establishing minimum prices, 
terms of contract and conditions of sales in each crop year for the products 
under regulation. Control of the regulated product is not taken over by 
the Ontario producer marketing boards as the farmer’s agent, as in 
British Columbia and Nova Scotia, but remains with the farmer until 
sold by him, subject to the terms of the negotiated agreement for that 
product. 


Schemes in Operation 


Presently there are 15 producer marketing schemes in operation under 
the act, viz.: 


The Ontario Cheese Producers’ Marketing Scheme, 1937 

The Ontario Asparagus Growers’ Marketing Scheme, 1938 
The Ontario Pear, Plum, and Cherry Growers’ Marketing Scheme, 1938 
The Ontario Peach Growers’ Marketing Scheme, 1938 

The Ontario Sugar Beet Growers’ Marketing Scheme, 1942 
The Ontario Seed Corn Growers’ Marketing Scheme, 1942 
The Ontario Berry Growers’ Marketing Scheme, 1944 

The Ontario Bean Growers’ Marketing Scheme, 1944 

The Ontario Vegetable Growers’ Marketing Scheme, 1946 
The Ontario Hog Producers’ Marketing Scheme, 1946 

The Ontario Cream Producers’ Marketing Scheme, 1947 

The Ontario Grape Growers’ Marketing Scheme, 1947 

The Ontario Soya Bean Growers’ Marketing Scheme, 1949 
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The Ontario Winter Celery Growers’ Marketing Scheme, 1949, and 
The Ontario Honey Producers’ Marketing Scheme, 1950. ; 


The following 24 farm crops have been designated regulated products 
by virtue of the marketing schemes in force: cheese, sugar beets, seed 
corn, dry beans, hogs, cream, soya beans, winter celery, honey; and the 
following fruit and vegetable crops when sold only for canning or fo 
other processing purposes: peaches, pears, plums, cherries, grapes, straw. 
berries, raspberries, tomatoes, green peas, sweet corn, green or wax beans, 
beets, carrots, and cabbage. 

A brief comment on the operation of the marketing schemes will 
illustrate the scope of their marketing activities. 

Each scheme provides for the appointment of a Negotiating Com. 
mittee of six or 10 persons of whom three or five are producers appointed 
by the producer marketing board concerned, and three or five are buyers 
appointed by the dealers or processors handling the regulated product 
in question—all of whom are licenced under the provisions of each 
scheme. This Negotiating Committee is empowered by the regulations of 
each scheme to negotiate minimum prices, terms of contract, and condi- 
tions of sale which shall apply to the marketing of each regulated produet 
in each year. The authority of all marketing schemes is limited to the 
first sale of the regulated product from the producer to the buyer. 

Negotiating Committees for each regulated product meet annually or 
as often as required. If they can reach agreement, they so report in 
writing to the Farm Products Marketing Board, and the Board then 
issues an order approving the agreement, thus giving it the effect of law. 
No buyer may then do business on terms below those set out in the 
agreement. 

If the Negotiating Committee cannot reach agreement, provision is 
made for a Board of Arbitration, with the three or five producer repre- 
sentatives appointing one member, the three or five buyer representatives 
appointing one member, and these two appointed members selecting the 
third member. If the third member cannot be agreed upon, the Fam 
Products Marketing Board appoints the third member. Agreements 
reached by Boards of Arbitration are final on approval by the Farm 
Products Marketing Board. 

Occasionally, situations arise where the buyers have refused to appoint 
their representatives to Negotiating Committees or Boards of Arbitration. 
In such cases, the policy of the Farm Products Marketing Board is to 
offer to appoint a Negotiating Committee or Board of Arbitration for 
the particular regulated product in dispute. If this is not acceptable, the 
Farm Products Marketing Board itself sets the minimum price and terms 
of contract for that regulated product in that crop year. This has hap- 
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pened only on three or four occasions in the Board’s history. The | 
authority is provided, however, to cover such a situation, as there must 
be finality somewhere in price and contract negotiations so that no dispute 
may be stalemated too long, particularly when perishable products are 
concerned. Except for rare cases of non-compliance with the regulations, 
the main point throughout this procedure is that joint committees of 
equal numbers of sellers and buyers are empowered by law to set the 
minimum prices and other terms of sale for each regulated product each 
season. The Farm Products Marketing Board’s job is to see that the 
negotiations take place, that decisions are made, and that the agreements 
reached are enforced on all concerned. 


Exceptions 


The foregoing reviews the method of operation of 12 of the 15 market- 
ing schemes now in effect in Ontario. Two of the 15 schemes have not 
developed to the point where minimum prices and conditions of sale 
are being established for the regulated products covered by them. These 
are the Ontario Hog Producers’ Marketing Scheme and the Ontario 
Cream Producers’ Marketing Scheme. 


The Hog Scheme. The hog industry is perhaps the most important branch 
of Ontario agriculture, both in volume and value of production and in 
number of producers affected, to come under the provisions of the Farm 
Products Marketing Act. 

The Negotiating Committee of producers and packers appointed under 
the regulations of the scheme has continued to meet monthly since the 
scheme was approved five years ago, and has made a worth-while con- 
tribution to the industry in its reports on losses due to bruising, on feed 
supplies, quality programs, and improved methods of distribution. De- 
spite the complicated problems involved, particularly as a substantial 
volume of live hogs are shipped out of Ontario annually, progress has 
also been made in negotiating uniform “conditions of sale” for hogs 
throughout the Province. 


The Cream Scheme. Rating equally with the hog scheme in the number 
of producers affected but totalling something less than half its value of pro- 
duction, the cream scheme covers the second industry of importance in 
Ontario agriculture to come under the provisions of the Farm Products 
Marketing Act. Despite the difficulties involved in the marketing of a raw 
product in which the Province is not self-sufficient in the finished product 
made therefrom, Ontario cream producers have made progress in their ne- 
gotiations with the creamery operators on such matters as premiums and 
discounts for the various grades of cream, quality programs, transporta- 
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tion economies, and other problems related to the marketing of swee 
cream for butter purposes. 


The Cheese Scheme. One Ontario marketing scheme has been reserved 
for last place special mention in this paper. It is the Ontario Cheese Pro. 
ducers’ Marketing Scheme, the first scheme to be approved after the 
Farm Products Marketing Act was originally passed by the Ontario 
Legislature in 1937. 

Cheese, and I am referring here to matured cheddar cheese for which 
the only comparable product is English farm cheese, is of historical 
importance in Ontario agriculture. As far back as 1679, cheese was being 
made on the Island of Orleans, Quebec, and there are repeated references 
to cheese in early Canadian history. Farm cheese was an article of 
commerce at the village stores in Ontario before 1860, and shortly after 
that the first cheese factory was started and the “cheese boom” was on, 
Within a few years, over 300 factories were operating, sometimes four 
at a crossroad, and farmers were investing in cheese factories as they 
were later to “invest” in western land, gold stocks, and now in oil. By 
the turn of the century there were almost a thousand cheese factories, 
located for the most part in Ontario.and Quebec. Exports of cheese, 
chiefly to the United Kingdom, had increased to such an extent that by 
1900 total shipments out of this country alone totalled more than 20 
million pounds annually. Cheese was one of the greatest of the early 
manufacturing booms in this country and contributed much to the early 
prosperity of Canada.’ Since that time production has declined, due to 
the growth of population and the use of milk for other purposes. Never- 
theless, cheese production until recent years has always remained sub- 
stantial, and since it was the one milk product sold on world markets, 
cheese has always been known as the “balance wheel” of the Ontario 
dairy industry. 

In its early years the Ontario Cheese Producers’ Marketing Scheme 
made no notable contribution to the welfare of the industry. In its de- 
fence, however, the scheme was being operated during a period of legis- 
lation particularly inadequate for a product over 80 percent of which 
was exported out of the Province, and over 50 percent of which was 
exported out of the country. The Scheme did manage, however, to per- 
fect the uniform open auction system of sale for cheese. This had been 
the system for the past 50 years, but the development of “regulars” or 
“curb selling” had reached the point where only 35 percent of the cheese 
produced was being sold at the regular weekly auctions. The Cheese 
Marketing Scheme stopped this practice the first year it was in effect. 
Then World War II intervened, and the annual cheese contract of the 


*The Retail Grocer and Provisioner, June, 1951. 
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Canadian Government with Great Britain for the past eight years, to- 
gether with the requisitioning of all cheese during the flush months of 
production in each year at a fixed price to fill the contract, effectively 
nullified any plans the cheese producers had for the marketing of their 
roduct. 

With the expiration of its 1950 cheese contract the Canadian Govern- 
ment announced there would be no contract negotiated by it in 1951. 
The way was thus cleared for Ontario cheese producers to enter the 
marketing field on their own account. That something drastic was neces- 
sary was obvious, as the price of recent years had been so low in relation 
to production costs that it threatened to wipe out the once thriving cheese 
industry in Ontario. Production was now down to 69 million pounds, and 
a further 45 factories closed in 1950, bringing the total down to 403 
plants, or some 150 less than the number operating five years ago. 

The cheese producers’ first step was to build at Belleville, Ontario, in 
the heart of the cheese producing area, a modern cheese cold storage 
and curing plant capable of holding between five and six million pounds 
of cheese. Their second step was to have their marketing scheme com- 
pletely revised to take advantage of the several marketing powers which 
had been added to the Farm Products Marketing Act from time to time 
since 1946. Their third step was to have their marketing scheme approved 
under the Agricultural Products Marketing Act, Ottawa, so that their 
provincial marketing powers would be extended to the inter-provincial 
and export field. Their fourth step was to make history in concluding a 
contract with the British Ministry of Food for 20 million pounds of 
cheese this year at a price increase of seven cents per pound over that 
paid in 1950. It marked the first time that organized dairy farmers in 
Canada successfully negotiated for the bulk sale of their product. Their 
fifth and final step to complete their program was to negotiate an 
agreement with the produce trade for cheese consumed in Canada this 
year at a price six cents per pound higher than the British contract price 
for cheese exported—something entirely new in the trade. The two 
prices, export and domestic, will be blended so that all cheese milk 
producers will share equally. Net result, on the assumption there will be 
two pounds of cheese consumed domestically to one pound exported 
this year, is a fair assurance to cheese milk producers that they will 
receive about $3.00 per hundredweight for their milk, depending on its 
test this year—a 50 percent improvement over their 1950 price. Ontario 
cheese producers, for 1951 at any rate, have put themselves in a position 
to take care of the surplus in the home and export markets so that a 
surplus, however small, cannot be used to batter down the price at which 
the bulk of the production sells. This is the first time an Ontario pro- 
ducer marketing board has moved in the direction of the British Columbia 
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marketing schemes by taking control of the product and selling it fo, 
the producer as his agent. 


Conclusion 


Perhaps, before closing, a few general remarks might be made ty 
review some of the main purposes and objects of the Farm Products 
Marketing Act. 

Inasmuch as a substantial majority of the primary producers of any 
commodity must be in favour of any marketing scheme or plan before 
it can be approved, it must be admitted that the legislation is funda. 
mentally democratic. 

The legislation makes it possible for primary producers to accomplish 
collectively many things which they are unable to accomplish individ. 
ually. There are opponents of collective bargaining whether as applied to 
terms of employment by employers and organized employees, or whether 
as applied to terms of fair prices for farm products by primary producers 
and buyers of those products. Some consider there is an infringement of 
freedom. It is true, however, that employers are not compelled to employ 
labour, nor are buyers compelled to buy farm produce. There is just as 
much need for and reason in a minimum price for farm products as there 
is for minimum wage laws. Basically, the legislation is intended to give 
producers a direct and equal voice in marketing their own products with 
the buyers. It makes possible the establishment and maintenance of a 
minimum price based on crop and market conditions. It aims to prevent 
unjustified price-cutting. It proposes to stop market practices which a 
small minority in any industry group seem willing to indulge in where 
the number of sellers greatly exceeds the number of buyers, as in 
agriculture. 

Somewhere recently I read that it is commonplace to say that farming 
has changed since grandfather's time. He produced to eat. He produced 
to fill his pork barrel, his storage bin, and probably his cider kegs. He 
ate well if he produced abundantly. 

Today’s farmers produce for the market rather than for their own 
needs. One farmer today feeds seven families in the United States com- 
pared to three families just 50 years ago, and one and one fourth families 
100 years ago. I imagine the situation is roughly the same in Canada. 
Agriculture has become specialized. We trade more. We handle more 
money. We find more of our problems beyond our line fence. We are 
more dependent on others and more people are dependent upon us. 
This interdependence and specialization in agriculture have driven 
farmers to take an increased interest in their marketing problems. 

Marketing legislation puts this problem on a group basis. A marketing 
scheme simply means group bargaining. Group bargaining can be very 
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effective if wisely used. It can be the least expensive and the most 
efficient means of satisfying certain economic needs of farmers compared 
to organizing cooperatives, building warehouses, buying machinery, own- 
ing trucks and investing more heavily off-the-farm in order to be more 
effective in the market place. 

Group bargaining in agriculture is still in its infancy in this Province. 
But our farmers know a lot more about it now than the use they have 
made of it thus far would indicate. How wisely they will use this new 
instrument, only time will tell. 


DISCUSSION 


Joun D. BLack 
Harvard University 


Mr. Perkin’s paper should be of wide interest to agricultural economists the 
world over. It reports a development with possibilities of further progress under 
certain types of situations that probably exist in many places around the world. 
It could become the general pattern for pricing of farm products in primary 
markets. If it did, it would replace both competitive pricing and cooperative 
marketing. These are aspects of the subject to which Mr. Perkin gives little 
attention, and are much better developed in the excellent paper dealing with 
Canadian marketing schemes gona, by Professor M. W. Farrell of the 
Ontario Agricultural College.* 

It is clear from both Mr. Perkin’s and Professor Farrell’s papers that the type 
of situation in which the Canadian-type marketing scheme fits best is one 
in which the product is produced in a limited area and the buying is done 
by one or a few buyers. Given such a situation, the price offered by the buyers, 
whether by deliberate concerted attempt or by the ordinary workings of 
competition under such conditions, as brought out clearly by the theory of so- 
called monoplistic competition, may well be lower than a true competitive price, 
and the price to consumers higher than truly competitive, leaving the middle- 
men and processors in between an unduly high margin. This is particularly 
likely to be true with farm products because farmers contract output slowly with 
reduced prices. 

Given such a situation, a negotiating committee of the Ontario type may be 
able to raise the price by collective bargaining, with the higher price coming 
entirely out of the monopoly profits of the buyers. And this is all good. There 
are, however, two serious dangers in such a situation. The most likely one is 
that the monopolists will try to pass their higher buying prices on down the 
line to the consumers. In this case, consumption may be reduced and the 
processors will not be able to buy all that is produced. There is nothing in the 
Ontario law that forces the buyers to take the whole supply. This has happened 
in the present strawberry canning season in Ontario. The committee set the 
price at 18% cents per quart. The crop was larger than the canners wanted. 
Growers begged the processors to take their supplies at 15 cents a quart or even 
less, and some strawberries were hauled 450 miles to Quebec canneries. 

The related and more serious danger is that the higher price to producers 


*This Journal, November, 1949. 
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will induce an increase in production. It has clearly done so in several cases 
in Ontario. 

In either of these situations, the growers may very well get a smaller ne 
return for their whole crop than before. Whether or not this is true has not been 
determined in any deal with any crop so far as the literature on the subject 
has come to my attention. 

Analyses of this sort can be made. In fact, my son, Guy Black, of the College 
of Agriculture of the University of California, has just completed an analysis of 
somewhat related experience with raisin and wine grapes in California. The firs 
undertaking of this sort which he has analyzed was under the Federal Farm 
Board and involved paying the growers for leaving 300,000 tons of 
on the vines. Another undertaking was made under the California Agricultural 
Prorate Act and involved creating a 20-percent surplus pool and diverting much 
of this to cattle feed. The analytical procedure which Guy has applied to this is 
designed to determine what price for grapes and what utilization of these wil 
optimize aggregate net returns to producers. Obviously this involves the shape 
of the demand curves for the product in its different uses, even in its diversion 
uses, as well as the costs of harvesting and marketing different sized crops. 

Even this, as Guy fully recognizes, is not a full analysis of the type that the 
Province of Ontario oss to have made if such a program is to be a permanent 
part of its economy. Analysis needs to be carried back to the farms where the 
product is produced, not to determine unit costs of production, which have 
very little meaning in such a use (or in any other, for that matter), but to de- 
termine what quantities of output of this product at what price will optimize the 
net returns to the growers. This calls for budget analysis of a representative 
group of farms. Out of this can also be constructed supply curves, as was done 
for dairy production in 10 areas in the United States as reported in a recent 
book, Interregional Competition in Agriculture.? At the consumer end, there 
will be needed the counterpart demand curves showing the relations between 
retail prices and amount consumed. Any effects of volume handled on distribut- 
ing and processing costs must also be taken into account. Out of such analysis 
should come some set of relationships that will enable the Ontario Fam 
Products Marketing Board to determine whether or not the prices recommended 
by its Negotiating Committees are in the interests of the Canadian economy and 
indicate to them wherein they are not. The Negotiating Committees need such 
guides to their decisions. Such guides may take the general form of the price 
formula for milk now operating in the Boston and other milksheds. 

One of the problems connected with such a program is that of keeping such 
relationships adjusted to changing technologies of production, processing, and 
utilization. On the production side, a set of index numbers of changing receipts 
and expenditures, each of these being broken down into Price times Quantity 
components, as done for 32 types of farming in New England in Chapter 30 of 
The Rural Economy of New England, will go far to meeting the needs in the 
interims between repeat analyses. 

For products with wider sources and with a wider market, the markets are 
likely to be more nearly competitive, and as has already been discovered by 
experience in Canada, the major contribution of marketing schemes may well 
prove to be the correction of certain irregularities in the functioning of auctions 


*R. L. Mighell and J. D. Black, Harvard University Press, July 1951. 
*J. D. Black, Harvard University Press, 1950. 
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and exchanges, plus certain types of assistance to producers along the lines of 
standardization and erg | control. Where interprovincial marketing schemes 
develop, the analysis of the sort outlined in the foregoing needs also to be 
interprovincial. 

The recent experience with cheese outlined by Mr. Perkin points to a very 
simple and highly restricted conclusion, that in the setting of a price under state 
trading with the United Kingdom, a provincial negotiating committee is in a 
much better position politically than is the Dominion Government, or even a 

rovincial government. Even in the United States, it would be wise to let the 
United Kingdom do its collective bargaining directly with the American Cran- 
berry Exchange, the big California cooperatives, and the like. 

The alternative to what has just been outlined is that the Canadian marketing 
scheme blunder along, making fewer mistakes as the years go by. At any time, 
however, that a sudden reversal in general business trends sets in, these mistakes 
are likely to have serious consequences. It cannot be too strongly emphasized 
that the Canadian schemes largely came into hurried existence in the depres- 
sion years of the 1930's. They were conceived of as a way of getting higher 

rices—as something better than the government price-support program of the 
United States. They can achieve this only in a small way in a depression period, 
without supplementary payments out of the Government Treasury. And it is 
doubtful if holding up prices to producers is good procedure in such situations. 

In conclusion, a well-established producers cooperative would seem to have 
important advantages over these marketing schemes. But to build such coop- 
eratives takes many years. It is highly probable that agricultural producer 
groups generally will not want to build thus slowly, and will seize upon the 
marketing schemes as a quick makeshift. But these are not likely to serve effec- 
tively year-in and year-out until they have analyzed their situations in the manner 
herein indicated. 


DISCUSSION 


E. C. Hope 
Canadian Federation of Agriculture 


The papers presented by Mr. Perkin and Dr. Burton both provide excellent 
pictures of the development of marketing in Canada. Mr. Perkin’s paper deals 
with the history of marketing legislation in Canada and the Province of 
Ontario. Dr. Burton’s deals with some of the experiences of Canada in the 
state marketing of farm products. 

The title of Dr. Burton’s paper, “Canada’s Experiment in State Trading,” is 
perhaps a little misleading. One generally paces on an experiment after very 
careful thought on the problem, usually to test a given theory. Canada’s venture 
into state trading in farm products does not quite fall into this category. 
Canada was more or less forced into the position of accepting state trading by 
the pressure of historical events. 

The Wheat Pools survived the world-wide depression of the ’30’s with the aid 
of government guaranteed loans. This led to temporary government manage- 
ment of the Pools’ Central Selling Agency. The prolonging of the depression, 
resulting in large wheat stabilization holdings of the government-managed 
agency, led to a demand for a full-fledged Government Wheat Board to sell the 
— holdings and to handle the coming crops in a very depressed world 
market, 
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The first Wheat Board Bill of 1935 provided for a State Wheat monopoly 
compulsory pool. But as finally amended, the act provided for a voluntary poo, 


As Dr. Burton pointed out, the Wheat Board operated as a voluntary po) ° 


until 1943, when under the pressure of war necessity it was decided that as 4 
temporary measure the pool should be compulsory. In 1945 the act was again 
amended to provide for an extension of the compulsory pool in order to facilitate 
the British Wheat Agreement and the five-year Pool of 1945-50. When the life 
of the amendment expired in 1950, further amendments prolonged the “exper. 
ment” if you like to call it so, of a state monoply in wheat until August 1953, 
At that time the Government will again have to make a decision in which 
direction it will go. 

Apparently the Government has not yet made up its mind as to the beg 
method of handling wheat. I would suggest that the Government has passed 
from the stage of being unwillingly forced into a state monopoly to the stage 
of prolonging the monopoly for experimental purposes. Unfortunately, unlike 
in the physical sciences, in economics we cannot view simultaneously the 
“check,” or alternate system of marketing. This is because there is no true 
“check” lot. The two systems operating simultaneously give an inaccurate pic. 
ture of what each one would do in isolation. Certainly, the “check” we see toda 
is not what the “check” would look like if we had no state trading, and state 
trading we see today would not look like state trading if all competitive 
free markets were eliminated. 

In seeking the cause for the support of the majority of western farmers for 
state trading in wheat and coarse grain, we have to go back to the conditions 
of the 1930’s and early 1920’s. Many farmers knew from bitter experience that 
the fluctuations of the open market had ruined their life’s work. Some of them 
blamed the open market or the Grain Exchange. The more thoughtful ones 
realized it was something more fundamental than just the open market. But 
regardless of whom they blamed, both groups sought protection of their life 
savings. From long years of experience they knew that the only protection 
they could rely upon was the willingness of the Government to stand behind 
them in case of a national emergency. 

There is no doubt that the Wheat Board was created to protect the wheat 
producer against the possibility of unduly low wheat prices. The same may be 
said for the compulsory marketing-of coarse grains through the Wheat Board. 

Nobody has ever provided any proof that under identically the same condi- 
tions, state selling of grain will net the farmer more money over time than 
the open market, or that a Government Wheat Board is any more efficient than 
private grain dealers. But the private trade cannot protect the grain pro- 
ducers against violent price fluctuations; only the financial power of the Govern- 
ment can do this. At the present time the Government is using a state trading 
grain monopoly to provide the desired protection. This is not the only method 
that could be used to protect the farmer. 

As in grain marketing, Canada’s venture into state trading in animal products 
was pretty well forced upon her by the pressure of events. The political philoso- 
phy of the British Labour Government favours the importation of food by a 
government monopoly. This fact, plus the desire of the British Food Ministry 
to make bulk purchase food agreements in order to guarantee food supplies 
during the war, influenced the Canadian Government in setting up its various 
state trading agencies during the war to handle the food exports. 
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As long as the prices in each contract were raised and costs were held down 
in rae the advocates of state trading and bulk purchase in farm products 
had a field day. But when the new contracts were made at lower prices or at 
stable prices with rising domestic costs, a period of disillusionment set in. 

Dr. Burton has hinted at the difficulties and possible frictions which arise 
when intergovernmental food contracts are being negotiated. In the closing 
ears of our food contracts with Britain we have certainly experienced plenty 
of difficulties, in spite of official denials to the contrary. Our negotiations on 
quantities and prices for hogs and cheese have gone on for months in an attempt 
to arrive at a price fair to producer and consumer alike. When the negotiations 
finally ended there were no contracts. Argentina, Denmark, and even New Zea- 
land have had somewhat similar experiences. 

Canada’s experience with intergovernmental bulk selling to Britain would 
appear to have been reasonably satisfactory during periods of rising prices and 
practically complete government control. But in the postwar period o oe 
uncertain price levels and freedom from controls, the experience has been muc 
less satisfactory. 

Mr. Perkin has indicated the significant difference between the operation of 
Producer Marketing Boards in British Columbia and Ontario. In British Colum- 
bia the Boards actually control and direct the flow as well as regulate prices of 
the product. In Ontario the marketing schemes set up do not provide for the 
control handling of the product except in the case of cheese. These schemes 
are primarily concerned with seasonal price negotiations with processors and 
commercial distributors of specific farm products. 

They have worked satisfactorily in Ontario because they are pretty well con- 
fined to products that are grown only in that Province, or at least the major 
commercial area of production is in Ontario. 

The stumbling block in any provincial legislation is the fact that the product 
is produced in a number of provinces. For instance, the negotiators for the 
Ontario Hog Marketing Scheme soon found that they could not make any 
satisfactory minimum price agreement with the Ontario Packers because hogs 
were produced, sold, and slaughtered in all provinces. 

As Mr. Perkin has pointed out, where a product crosses the international 
border or interprovincial boundaries, it requires federal legislation for control. 
Federal Bill 82 provides the necessary legislation for Provincial Boards to 
coordinate their efforts. 

Mr. Perkin has outlined the recent development in cheese marketing in 
Ontario. As he has pointed out, it is the first time that dairy producers have 
dealt directly with the British Food Ministry in a bulk purchase agreement. The 
Producer Apple Marketing Boards of British Columbia and Nova Scotia made 
agreements directly with the British Food Ministry in 1949 and 1950. 

I believe Canadian farmers are going to swing more and more in the direc- 
tion of self-help. They are not going to swing more in the direction of state 
trading—they are going to move away from it. 

The recent experience of the apple producers and the cheese producers of 
Ontario are straws in the wind. This thought was expressed by Dr. H. H. 
Hannam, President of the Canadian Federation of Agriculture, when speaking 
at the annual meeting of the Federation in Calgary last January, he said: 

“I should not be surprised if the next major development along this line will 
be for organized producers in Canada to negotiate their own export sales and 
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sales agreements. This is in line with the basic philosophy of the farm move. 
ment, which has always given emphasis to self-help procedures, and is likely to 
be more permanently successful than depending wholly on te wr: assist. 
ance programs, although the latter have their place and are absolutely essentja| 
under certain conditions. What I am suggesting here is already being done by 
some producers elsewhere. For example, Danish farm organizations negotiate 
their own bacon contracts with the United Kingdom Ministry of Food.” 
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MARKETING ROUNDTABLE-—FRUITS 
AND VEGETABLES 


Chairman: H. G. Hamilton, University of Florida 


AN APPRAISAL OF CURRENT ECONOMIC RESEARCH 
IN FRUIT AND VEGETABLE MARKETING 


BENNETT S. Waite, JR., AND D. B. DELOACH 
Bureau of Agricultural Economics 


E HAVE been asked to make an appraisal of fruit and vegetable 
VY echeting research, Our treatment of this subject may be broader 
than you would wish and may overlap some of the papers presented on 
other programs during these meetings. This will be the case because the 
principles which underlie successful work on fruits and vegetables are 
to a considerable extent parallel to those which pertain to marketing 
research in general. We shall use work under way or recently completed 
in the Bureau of Agricultural Economics, and work in other parts of the 
United States Department of Agriculture and in the State Agricultural 
Experiment Stations with which we have had frequent contacts, to illus- 
trate the points we have in mind. 

It is our belief that many workers in the field of agricultural marketing 
do not consider their field of research to have had a very distinguished 
history. They believe that research done by public agencies has made 
only limited contributions. It is known that great opportunities exist for 
improvements in the marketing system, but the basis for dissatisfaction 
lies in the defining of significant problems and the adapting of research 
methods to their solution. 

It has been pointed out many times before that in certain periods a 
number of research workers cease their efforts in the marketing field, and 
popular support is withdrawn from the search for a goal which seems 
either to be unobtainable or to be not worth-while in relation to the 
alternatives which are available. The fear of declining farm prices was 
a potent factor contributing to the passage of the Research and Marketing 
Act of 1946 and the resulting increased support in the last few years for 
research in the marketing field. Producers and legislators, particularly, 
believed that distribution could be made more efficient through better 
handling to maintain quality, develop new products, and promote orderly 
marketing; and that these developments might be expected to be the 
products of research and would provide alternatives to the traditional no- 
tion that surpluses should be forestalled by production and marketing 
controls. In other words, the program would be to balance demand and 
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supply through intelligent and positive actions for expanding the market 
for farm products. 

The historical unevenness of public and farmer interest and support 
for marketing studies, and the resulting frustration of research workers 
raise the question as to what changes are needed to do a better job in 
developing a basic core of marketing research which will be of continuing 
interest and value to the community. 


Principal Problem Areas 


It would seem that marketing research on fruits and vegetables, and 
for that matter in any field, can be expected to result in a useful product 
to the extent that two main conditions are met: (1) the project or pro. 
gram must be aimed at a significant marketing problem which can be 
appropriately studied by the economist and statistician; and (2) sufficient 
resources, properly organized and directed, must be devoted to carrying 
out the work. 

Perhaps a way of stating the principal problem areas is to ask our 
selves, “What information can be put into the hands of producers, market- 
ing agencies, and consumers which will provide them with a basis for 
increasing marketing efficiency?” Professor Kimmel will treat this subject 
more fully, so we will sketch the field briefly. 

First, persons engaged in producing and marketing need reliable data 
on marketing conditions, completely and honestly interpreted. Without 
‘such information, prices in the different markets and as among the 
various grades and qualities offered for sale cannot be effectively ad- 
justed, and producers and marketing firms are gravely handicapped as 
far as knowing what to produce, and where, when, and how it should 
be sold. 

Second, the different groups involved in marketing farm products, 
particularly the producers, need information regarding the relative 
efficiency of marketing by different methods and through the various 
channels. These studies should include a consideration of losses from 
waste and spoilage, and they should be carried through to a point where 
they provide a measurement of effects on market prices, returns to pro- 
ducers, and qualities and services provided to consumers. The place of 
the marketing economist in this field is well established and the tools of 
research available to him are adapted to such tasks. This field of work 
may be illustrated by the simple problem of whether southern tomatoes 
should be shipped to market in field boxes, in lugs, or by some other 
method. Should a shipper continue to employ rail, or should he shift to 
trucks as a means of moving his products to market? What have been 
the recent effects and what are the likely implications for commercial 
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citrus growers of the revolution which has taken place during the past 
decade in the utilization and methods of marketing citrus fruits? 

Third, the marketing system needs data on the comparative costs of 
performing marketing functions by different types of firms at each of 
the steps of the marketing process. A study of the factors responsible for 
these differences in cost provides the key to marketing efficiency. Such 
studies may be confined wholly or largely to an audit or accounting 
approach, or they may be of a more complex nature involving the joint 
efforts of economists and engineers. In the latter case, each phase of the 
operations of the firm is studied carefully in terms of physical inputs and 
outputs. These then are translated into monetary terms to provide a 
measure of economies and dis-economies resulting from the scale of 
operations, organization, and methods and practices employed in per- 
forming the function under study. The results of such analyses should 
provide a basis whereby the less efficient firms may emulate the more 
efficient, or may strive to make their operations conform more closely to 
those of a model plant if the development of such a model, either actual 
or hypothetical, is a part of the study. 

Fourth, there is a general line of work involving the competitive posi- 
tion of fruit and vegetable growers. This category may be broken down 
into two sub-categories, of which the first is the study of competition 
among the various fruit and vegetable products for the consumer's 
dollar. In a sense, of course, all products are more or less competing for 
the consumer's dollar. Some are so closely competitive, however, that 
they tend to be substituted extensively one for the other in response to 
changes in relative prices, changes in quality, shifts in consumer taste, 
and developments in the technology of processing and handling. In 
this connection we have only to mention the change in the relative 
position of citrus and deciduous fruits during the last few decades and 
the current pressing questions in both the citrus and apple industries 
concerning how to process and market products in such a way as to 
bring a maximum expansion in total consumption through a minimum 
displacement of the fresh by the processed product. 

The second category in the field of competition relates to interregional 
competition among producers of the same product as influenced by both 
production and marketing factors. Some regions and subregions are 
growing more rapidly in population than are others. For instance, the 
West Coast tends to find a larger market for some of its fruits, vegetables, 
cattle, sheep, and dairy and poultry products among its rapidly growing 
urban population. The South is becoming industrialized. Transportation 
costs have increased markedly in recent years and trucks continue to 
grow in importance. Marketing technology is changing. Irrigation and 
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reclamation projects are opening new areas of agricultural production, 
All of these things require that an appraisal be made from time to time 
of the position of a region in the market, and some guide lines need to he 
laid down with respect to adjustments which producers and marketing 
agencies may be called upon to make in order to stay in business, 

Fifth, is that area of research which studies marketing institutions and 
organizations, tremendously important considerations in fruit and vege. 
table marketing. It includes the analysis of market channels, structure 
and organization, with emphasis on the way the market operates in the 
making of prices. It stresses research into managerial efficiency and the 
factors back of managerial decisions. Why does the business man buy or 
sell as he does? Why and how does he respond to prices and other 
market influences? Why are resources used in marketing allocated as 
they are and what is needed to bring them closer to the optimum? 
Inasmuch as marketing services, channels, structure and organization are 
affected materially by governmental and trade regulation, these regula. 
tory forces are basic considerations in any study. 

The foregoing type of research requires (1) a complete and intimate 
knowledge of the characteristics of the commodities involved and of the 
business organizations which handle them, (2) an insight into factors 
affecting managerial efficiency, the presence or absence of competition, 
and other aspects of price determination, and (3) the complete coopen- 
tion of business firms that are the subject of study. It is not necessary to 
relate to a group of research people the nature and extent of the difficulties 
which may be encountered. 

Time has permitted only the most sketchy outline of what we believe 
to be the significant areas of research in fruit and vegetable marketing. 
We feel, however, that these lines of work should provide the basis for 
a research program which would be of expanding interest and value. 
One of our principal reasons for believing this is that they are based on 
needs which will continue to arise as long as the American economy is 
featured by constant development and change. It is the business of re- 
search people to analyze the implications of changes under way, to fore- 
cast those which are in prospect, and to provide farmers and business men 
with knowledge which will enable them to adjust quickly and efficiently 
to a dynamic situation. 


Some Examples of Current Research 


Time does not permit us to examine even a limited number of indi- 
vidual projects for the purpose of pointing out where they have suc: 
ceeded and where they have fallen short. We should be able to do this 
individually by taking each study and asking whether it has produced 
definitive results which can be used by farmers, marketing agencies, or 
consumers to improve the marketing of agricultural products. 
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Much worth-while work has been and is being done in the marketing 
of fruits and vegetables. It is probably fair to say that the outlook and 
situation work and the market reporting activities of both the state and 
federal agencies have been extended in scope and improved in accuracy 
over the years. It should be added, however, that the provision for market- 
ing information to distributors and consumers is far behind the work with 
producers. 

Certain Agricultural Experiment Stations and the Bureau of Agricul- 
tural Economics have cooperated in obtaining information on marketing 
charges and services rendered at the different levels of trade for major 

roduce items in specified cities. For example, such information has been 
obtained for samples of retail stores in Denver, Pittsburgh, Cleveland, and 
in Charlotte, North Carolina. We have cooperated with the California Sta- 
tion in collecting and analyzing information on channels used, margins 
taken, and services rendered in handling California grown fruits and vege- 
tables marketed within the State. While such studies are of limited useful- 
ness in contributing directly to improvements in the marketing process, 
they do show which functions and stages are the most important con- 
tributors to total marketing costs and thus provide guides for further 
research. In addition, they have a broad educational value in that they cor- 
rect many serious misconceptions in the minds of farmers, legislators, and 
others. 

Studies dealing with the efficiency of alternative channels include a 
cooperative project between the Bureau and the South Carolina Agricul- 
tural Experiment Station dealing with marketing methods employed, 
charges made, services rendered, and waste and spoilage involved in con- 
nection with sample shipments of South Carolina tomatoes to Jacksonville, 
Florida. Some progress has been made in analyzing factors responsible 
for differences in costs and efficiency among marketing firms. The states 
have made a number of studies. Those of you who are interested in citrus 
know of the work which the Farm Credit Administration and the States 
of California, Texas, and Florida have been doing on fresh fruit packing 
houses and more recently on processing plants. During the past year the 
Bureau of Agriculture Economics has been cooperating with California 
in a major study on the costs and efficiency of packing apples and pears. 
Both the economists and engineers are working on a job which involves 
a detaiied collection of data on physical inputs and outputs, including 
costs of specific packing plant operations under various conditions. In 
the current year this type of study is being extended to include the grape 
industry. Special emphasis is being placed on means of conserving 
manpower. 

Some good work has been done relating to competition among the vari- 
ous fruits and vegetables. Most of you have seen the monthly and quarter- 
ly mimeographed reports published by the Department of Agriculture 
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which carry information on consumer purchases, prices paid, retail outlets 
through which purchases are made, and other data on citrus in its 
various forms, other fruit juices and dried fruits. At the present time 
we are organizing a study in cooperation with Florida, the objectives of 
which will include an effort to throw light on competitive relationships 
between Florida citrus in fresh and processed forms and other juices, and 
to develop a pattern of marketings for Florida citrus which, unde 
various assumptions, could be expected to maximize returns to growers 
while moving larger crops into consumption. 


Marketing Research Can Be More Useful 


We have attempted to convey two basic thoughts in the preceding 
discussion; namely, (1) that there are specific areas of marketing research 
to which the tools of the marketing economists can be adapted and 
from which reasonable results can be expected, and (2) the major con. 
tributions of research to improvements in the marketing of farm products 
will arise from a study of the efficiency of resource use in the marketing 
of agricultural commodities. In planning new studies, therefore, we be- 
lieve that major attention should be given to those two factors. We be. 
lieve that research can be carried out successfully in several areas, in- 
cluding the following: (1) Effective pricing of farm products at all levels 
of the marketing structure is one means of improving the movement of 
farm commodities into the hands of consumers, and at the same time, of 
maximizing the use of available market facilities. This is a fertile field of 
study for marketing economists, and much can be learned from it that 
will prove beneficial to all groups engaged in agricultural production and 
marketing. In studying prices, attention should be given to the impact 
of quality and area competition on the price structure and the resulting 
effects of price competition on the marketing firm, industry, and the 
farmer. (2) Studies involving the efficiency of the operation of individual 
marketing firms and the marketing system ‘can be carried on effectively. 
In order to deal satisfactorily with firm and industry efficiency, the 
economists must give adequate attention to the manner in which specific 
operations within the organization are performed and the extent to 
which improvements can be effected. This type of research may require 
the services of the business analyst and the efficiency engineer. (3) Itis 
possible that one marketing channel might provide a more effective 
system of distribution than another. The extent to which alternative 
channels should be used is of considerable importance and is another 
area in which economic investigations can be carried out satisfactorily. 
(4) The operation of the pricing mechanism and the efficiency with which 
specific functions within the firm and the efficiency with which the firm 
and industry operate are contingent on many institutional factors. These 
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determine the structure and organization of the market and the extent 
to which improvements in marketing efficiency are possible. 


Problems of Organization and Operation 


More careful planning and more clearly defined responsibility for 
leadership are points which can hardly be overemphasized. In the Bureau 
we have had experiences in cooperating with regional groups and we 
have worked with several experiment stations on projects which were 
bilateral in nature. We feel that there has been a rather close correlation 
between the care used in planning and the definiteness of assignment of 
responsibility, on the one hand, and the success of the project on the other. 

In closing, we cannot refrain from making a few observations with 
respect to special problems. which characterize regional projects. On some 
of these projects we have suffered from the lack of planning. We believe 
that one of the first jobs of any regional committee should be to develop 
a program of research needs for the commodity in the region, and a 
selection of those problems which are both important from a regional 
point of view and are adapted to attack on a regional basis. There should 
then be an assignment of priorities, and when one problem has been 
adequately dealt with, the research group should pass on to the next on 
the list. Of course, we do not mean to imply that a research program can 
be developed and remain unchanged for a long period of years. There 
must be continual modification and adaptation to changing conditions. 
However, if we had in each case a set of guide-lines and bench-marks, we 
could avoid, or at least minimize, the discouraging experiences which we 
have all too often at regional meetings in which there is a random 
discussion of a number of points which happen to be at the moment 
in the minds of those in attendance, and finally after a day or more of 
rather fruitless deliberation, one or more lines of work are settled upon 
largely as a means of bringing the meeting to a close. 

The problem of leadership is also crucial. There are many cases in 
which a study can best be carried forward by one state working on 
behalf of the region. If two or more states divide responsibility for the 
project, the chairman of the technical committee and the coordinator (if 
one is employed for the project) need to put forth considerable pains to 
see that each state understands and accepts its responsibility and carries 
forward its part of the work in a manner and on a time schedule which 
are in accordance with plans. This leads to the matter of the attitude of 
the state with respect to the priority to be given to regional work relative 
to state work. 

The Experiment Stations feel a heavy responsibility to undertake work 
which will be particularly useful to and will meet the approval of people 
in their respective states. On the whole this is entirely right and proper, 
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for the Agricultural Experiment Stations are primarily state institutions, 
not regional or federal. It should be remembered, however, that the 
agricultural producers of most states have important markets outside 
their borders. Certainly this is the case with respect to fruits and vege. 
tables. If the Stations are going to do marketing research, they often will 
need to work far beyond their own borders. Cooperation with other states 
and federal agencies should provide better results at less cost than can be 
expected from a policy of “go it alone.” Officials in the Experimental Sta. 
tions are naturally and properly interested in obtaining funds which are 
allocated for participation in regional studies. However, when it comes 
to utilizing the time and skills of their research staffs, priority tends to be 
given to state projects, and work on the regional study is in danger of 
becoming something of an orphan or stepchild. Obviously, this tends to 
delay progress and to throw a disproportionate amount of work on the 
coordinator, if one is employed. All of us, state and federal people alike, 
know what it means to have insufficient personnel to carry on all of the 
lines of work we would like to pursue. However, we must find a way to 
assign adequate resources to regional work, if the program of regional 
marketing research is to realize the great possibilities which it inherently 
possesses. 

In closing, we should like to return to the theme emphasized earlier 
in this talk. Marketing research is needed primarily to point the way to 
a better marketing system in an economy featured by continual change. 
Any public research agency that fails to set its. sights on the future, as 
well as the present, does not merit public support. 


THE OBJECTIVES OF FRUIT AND VEGETABLE MARKETING 
RESEARCH: A BEGINNER’S VIEW 


D. C. KIMMEL* 
University of Florida 


CLEAR statement of objectives is a prime need in the conduct of 
A research in any field. This paper represents the attempt of a 
beginning worker to clarify in his own mind just what the long-run 
social and more immediate economic objectives of fruit and vegetable 
marketing research are, and to determine what is involved in attaining 
them. 

The objectives of fruit and vegetable marketing research must be 
established within the framework of the over-all social goals of the 
Nation. One general statement of these goals, that has much economic 
content, appears in the Employment Act of 1946, which declares that it 
is the policy and responsibility of the Federal Government to promote 
maximum employment, production, and purchasing power, and to do so 
in a manner calculated to foster and promote free competitive enterprise 
and the general welfare.* Clearly this statement involves ethical, political, 
and economic considerations. It becomes a frame of reference for eco- 
nomic analysis, since it can be attained only if scarce resources are 
efficiently applied to the satisfaction of the total array of human wants.’ 

After four years of operation uader the generous financial support pro- 
vided by the Research and Marketing Act of 1946, it may be well for 
agricultural marketing research workers to re-examine the objectives of 
their work for the purpose of ascertaining whether they are compatible 
with (1) the broad social and economic goals such as outlined in the 
Employment Act of 1946, and (2) the social responsibility implied 
by the generous financial support of the Research and Marketing Act. 
Are such goals as increasing the farmer’s share of the consumer's dollar, 
increasing net farm income, increasing consumption of farm products, or 
maintaining farm prices at high levels, suitable goals for guiding our 
research?? Do we have an objective measure which indicates that 


* The writer wishes to acknowledge his appreciation to Professors W. K. Mc- 
Pherson, H. G. Hamilton, and M. R. Godwin for their many helpful suggestions in the 
preparation of this paper. 

*Public Law 304, The Employment Act of 1946, Seventy-ninth Congress, Second 
Session, February 20, 1946. See Section 2, Declaration of Policy. 

* For one thoroughgoing exposition of the role of economics in society, see Howard 
L. Ellis, “The Economic Way of Thinking,” The American Economic Review, XL 
(March 1950), p. 1. 

*These are the objectives expounded by various agricultural pressure groups, 
their spokesmen in Congress, and a few economists. For a discussion of the desirability 
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farmers are not receiving their fair share of the consumer’s dollar? What 
is “fair”? Is there any reason to believe that farm incomes in general are 
more in need of raising than the incomes of members of certain other 
sectors of the economy? Should persons be asked to consume more of g 
commodity of which they already have all they desire, or which nuty. 
tionists say is already in plentiful supply in the diet? 

It may be argued that the goals enumerated, such as increasing net 
farm incomes and maintaining farm prices at high levels, are those im. 
plied in the Research and Marketing Act.* Nevertheless, it is the opinion 
of the writer that research must be constantly oriented toward achieve. 
ment of the goals of society as a whole—that only in such manner can 
facts be provided which might aid in framing future legislation in the 
public interest. There may be, and undoubtedly are, specific instances 
where one or several of these goals may be socially desirable; but th 
cannot be blindly accepted as across-the-board guides for marketing 
research. When setting up research programs and projects, it is necessary 
to consider how each individual commodity can contribute to the attain- 
ment of the broad policy objectives. 

What then, should be the broad objective of fruit and vegetable 
marketing research? Within the framework established by broad social 
goals and the role of economic activity in contributing to those goals, the 
objective of fruit and vegetable marketing research may be stated in 
general terms “to provide information which will promote maximum 
consumer satisfaction through direction of resources to the production of 
the desired kinds and quantities of fruits and vegetables, and through 
facilitating most efficient transfer of these fruits and vegetables from 
farmer to consumer.” If fruit and vegetable marketing research is to 
serve a useful function it must supply either information, or the pro- 
cedures for obtaining information, that can be used as the basis for 
action in achieving this objective. 

The remainder of this paper will be devoted to a consideration of 
how fruit and vegetable marketing research in three economic problem 


of goals such as these, see Goeffrey Shepherd, “The Field of Agricultural Marketing 
Research: Objectives, Definition, Content, Criteria,” this Journal, XXI (August 1949), 
PP. 444-46, For a welfare economic evaluation of alternative ways of accomplishing one 
of these goals—increasing farm income, see O. H. Brownlee, “Marketing Research and 
Welfare Economics,” this Journal, XXX (February 1948), pp. 55-68. 

‘For examples of such interpretation, but not necessarily acceptance of the goals, 
see O. V. Wells’ statement on the scope and objectives of marketing research, USDA, 
ARA, “Market Research Notes From National Workshop,” University of Minnesota, 
Minneapolis, Minn., Aug. 29-Sept. 8, 1949, p. 18 (mimeographed); John D. Black, 
“Guideposts in the Development of a Marketing Program,” (Paper presented at the 
Marketing Conference of the-Massachusetts Agricultural Program Board, Littauer 
Center, Harvard University, Cambridge, Mass., Feb. 25, 1947), p. 13 (mimeographed). 
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areas—demand, physical efficiency in marketing, and the operation of the 
pricing mechanism—can contribute to maximizing the satisfaction of 
wants. 

Demand 

The first problem area to be discussed is demand. Demand information 
is necessary in guiding production and in facilitating efficient distribution 
of commodities in time and space. Inclusion of the function of guiding 
production gives recognition to the view that the marketing problem 
involves not only processors and handlers, but goes all the way back to 
the producer. If the nature of demand is truly reflected in price and the 
information passed back through handlers and processors to the farmer, 
these entrepreneurs theoretically should be in a position to direct re- 
sources to the production of the kinds of commodities consumers actually 
want, and thus avoid so-called “surpluses.” The goal of promoting maxi- 
mum satisfaction of consumer wants cannot be furthered by ignoring 
those wants. Actually, to the extent scarce resources are diverted from 
the production and marketing of the commodities consumers want, to the 
production of commodities that farmers grow merely because they have 
grown them in the past, attainment of this goal is defeated rather than 
facilitated. The real function of marketing research is to provide informa- 
tion which can be used in preventing such socially undesirable results. 

To aid in guiding production, farmers and processors need information 
that will enable them to predict what the market* will be under varying 
sets of circumstances. For purposes of prediction, relationships between 
quantities consumed and the various factors affecting consumption must 
be developed. The ideal information would consist of price-quantity rela- 
tionships and the way in which these relationships are influenced by the 
several factors determining the level of demand. Since no simple means 
of presenting multiple-factor relationships has yet been developed, re- 
search workers have been largely content to work with single-factor 
relationships. 

The single-factor relationship given most attention has been that of 
price-quantity. Through the use of national aggregate time-series data on 
commodity disappearance in combination with various kinds of price 
series, so-called demand schedules have been developed.® Most of these 
relationships might be more correctly termed supply-price relationships. 
In effect they tell producers “if the total supply is such and such, the 


*“Market” is used here to indicate total potential sales of a commodity in all its 
forms and through all market channels. 

* For examples of this type of “demand” schedule for oranges, peaches, and apricots, 
see Goeffrey Shepherd, Agricultural Price Analysis, Iowa State College Press, 1941, 
p. 299. This note is not meant to imply that such schedules are not useful, but only 
that they are not the most useful type for purposes discussed here. 
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average price will be such and such.” But in using price as a factor jp 
predicting the total market, what we need to know is, “given specified 
prices, what will be the corresponding consumption of each of the 
several consumer goods made from a single agricultural commodity?” 
Obviously the size and character of the potential market as determined 
by this method may be quite different from that revealed by supply-price 
relationships. It is the opinion of the writer that, despite the employment 
of. excellent statistical techniques, it will be difficult to develop, from 
available national aggregate time-series data, relationships which will be 
really useful in reflecting the effect of price on consumption. The national 
or total market picture wili probably have to be developed through data 
obtained from a combination of studies of particular products at the 
level where consumer and product meet—the retail level. Only at that 
level does there appear to be a possibility of developing a demand 
schedule, of actually isolating the price-quantity relationship and ascer- 
taining the consumer's true reaction to price. 

An approach that might be tried in attempting to develop a price- 
quantity relationship—one that would be useful both in predicting the 
total market and in predicting short-run fluctuations in volume at the 
retail level—would consist of a combination of consumer surveys and 
controlled experiments in retail stores. Controls in the retail store would 
serve to eliminate or minimize the influence of factors, other than the 
price of the given product, which influence sales within the store. The 
stores would need to be carefully selected in order to obtain homogeneous 
trade groups with respect to income, race, and other factors. The con- 
sumer survey would be used as a basis for clearly describing the trade 
group, and in ascertaining the influence of price change on actual con- 
sumption. The approach suggested here is only an idea and is intended 
primarily to point up the need to seek new approaches to the derivation 
of demand schedules which actually reflect reaction to price change. 

Even if the attempt to develop a price-quantity relationship is success- 
ful, there is a need to give considerably more attention to the influence on 
consumption of the non-price factors which are the determinants of the 
level of demand. The removal of the disturbing non-price elements 
through satistical manipulation or employment of sampling techniques, 
does not provide for employment of these non-price elements in the 
prediction process. A more positive approach, that of careful study and 
development of relationships between these other factors and consump- 
tion, is necessary. 


* For example, the commodity is oranges; the consumer goods are fresh oranges, 
frozen orange concentrate, single-strength canned juice, orangeade, and various minor 
products. 
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The relationship between income and consumption is one determinant 
of the level of demand which might well receive more attention as a 
device for predicting the total market for a commodity. This relationship 
might be developed in the most meaningful form through consumer 
studies which obtain data on income and consumption of specific products. 
There are procedural difficulties in developing this relationship, but work 
done to date indicates that useful results may be obtained, and that 
income is an important factor in determining the level of consumption of 
fruits and vegetables.® 

Another factor influencing the level of demand, and useful in predict- 
ing the total market for a commodity and for individual products, is that 
of taste or preference. Consumer tastes and preferences are constantly 
changing and not subject to objective measurement. The nature of these 
preferences and tastes at a given time can be determined through various 

es of consumer studies and controlled experiments in retail stores. A 
series of studies over a period of time may indicate trends which will be 
useful in prediction.® 

A third factor that deserves increased consideration is that of the price 
of related products. How do prices of possible substitute products affect 
sales of a given product?”® These substitute products include the various 
forms of a given commodity—as for example, fresh, frozen, and canned 
spinach—as well as possible outside competitors, such as turnip greens 
and endive. The definite need in studying substitution is for development 
of procedures. Some modification of the approach suggested for develop- 
ing price-quantity relationships might be a possibility in obtaining the 
needed information. 

The influence on consumption of various government programs is a 
fourth factor to be considered in predicting the total market. There is a 


*See compilations made from 1935-36 and 1942 studies of consumer purchases, 
also discussion of methods and computations, USDA, Bureau of Agricultural Eco- 
nomics, Consumption of Food in the United States, 1909-48, Misc. Pub. No. 691, 
August 1949, See also, various reports and summaries based on the 1948-49 food 
consumption surveys, and especially Fruit Selections of City Families, Commodity Sum- 
mary No. 9, May 1950, pp. 5-9, and Vegetable Selections of City Families, Commodity 
Summary No. 10, June 1950, pp. 6-8—both USDA, ARA, BHNHE, Washington, D.C. 

*The monthly releases of BAE and the Fruit and Vegetable Branch of PMA 
compiled from Industrial Surveys data, Consumer Purchases of Selected Fresh Fruits, 
Canned and Frozen Juices, and Dried Fruits, are useful in this connection. But to be 
of real value in predicting, these data should be accompanied by information explain- 
ing why the trends are occurring. 

*It should be clearly recognized that price is only one of a number of factors 
affecting substitution. A better knowledge of consumer buying behavior is essential 
in understanding the phenomenon of substitution. Some work now being done by the 
writer indicates that in the case of substitution among various forms of orange juice, 
price may be of minor importance; and that the “desire for a change” is an important 
motivator in causing shifts from one fgrm to another. 
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need to know just what effect the current price support and marketip 
agreement programs may have on total consumption of a commodi 

Further, it may be desirable to evaluate various alternative methods of 
achieving price support to provide the basis for determining which methods 
contribute most, or detract least, from the maximization of consumer satis. 
factions. While it is not the function of research in fruit and vegetable 
marketing to dictate policy, it is the function of such research to provide 
the basis for the economic evaluation of proposed policies and programs, 

More accurate information on the forces that influence consumer de. 
mand can be useful in facilitating efficient distribution of commodities in 
space and time. Efficient distribution in space necessitates a knowledge 
of variations in consumption among geographic areas."* Within geo. 
graphic areas, a knowledge of consumer characteristics such as race, in- 
come, nationality, family composition, occupation, and education, as. 
sociated with the desire for particular commodities, will aid in achieving 
efficient distribution. 

Provision for efficient distribution in time involves research which 
will give some indication of the amounts of a commodity the market can 
absorb at a given time. This type of information is needed by private pro- 
duction and marketing groups, and governmental agencies concerned with 
the operation of marketing agreements, in providing for an orderly flow 
of fruits and vegetables to the market. A more detailed knowledge of the 
seasonal variation in consumption could be used to increase the efficiency 
of distribution, processing, and production. 


Physical Efficiency in Marketing 

The second major problem area to be discussed is that of determining 
the most efficient methods and organizations for effecting physical trans- 
fer of the desired fruits and vegetables from farmer to consumer.” 
Farmers, consumers, and marketing men are rather generally agreed that 
promotion of increased physical efficiency in marketing is a desirable goal. 
Under conditions of perfect competition they could, in the long run, ex- 
pect to share the product of this increased efficiency. Whether or not 
such sharing actually takes place and the relative size of the shares, 
under existing conditions of competition, are dependent upon the nature 
of the monopolistic elements or other market imperfections present. Con- 


1 For examples of the kind of information needed on geographical and seasonal 
variation, see Fruit Selections of City Families, op. cit., pp. 10-17; and Vegetable Selec- 
tions of City Families, op. cit., pp. 10-15. ° 

” For a general outline and discussion of research problems and procedures in the 
study of marketing efficiency, see John D. Black and Neil T. Huston, Research in Re- 
source-Use Efficiency in the Marketing of Farm Products, Harvard Studies in the 
Marketing of Farm Products, Number 1-H, June 1950. 
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cern here, however, is not with the distribution of the product of increased 
physical efficiency, but with the methods of bringing about such increased 
efficiency. 

Research directed toward laying a basis for increasing physical ef- 
ficiency in marketing processes must be directed toward reducing inputs 
relative to given outputs. In many instances, this will involve increasing 
the services or improving the quality with the same or relatively smaller 
increases in inputs. Studies designed to increase efficiency in physical 
handling should tell the marketing agency “how”—not just “what.” Many 
of the studies purporting to contribute to increased physical efficiency 
merely report—“The average cost of packing a crate of celery is $1.10; 
your cost is $1.25."* The implication is “your costs are out of line; do 
something about them.” But these studies rarely indicate to the grower or 
packer just what steps he must take to get into line. The reason for 
the failure is that the method employed just does not yield results that 
can be used as a basis for action. Information presented in such studies 
is “interesting”; but if the efficiency of marketing is to be improved, re- 
sults of research must be something more than interesting. They must 
state specifically what steps existing organizations can take to bring about 
the desired efficiency; or they must indicate what types of new organiza- 
tions can accomplish the desired ends. 

The budget or synthetic approach is a promising device for obtaining 
data needed to improve the efficiency of the individual firm.’* Through 
the study of existing operations, time and motion studies, consultation 
with architects, engineers, and other specialists, an ideal plant and mode 
of operation are designed. This model or ideal is then used as a basis for 
checking the efficiency of existing operations and plants, or for construct- 
ing new facilities. Another type of budget analysis, which is somewhat 
simpler, consists of determining the physical inputs and outputs of a given 
firm and then testing the effects of a specified change on the total input- 
output relationship. Studies of this type have a much greater potential 
value in contributing to increased operational efficiency than do the usual 
cost studies. 

Studies of horizontal integration of functions or firms are needed in 
determining the possibilities for increasing efficiency at a given level of 
the marketing system.’® For example, there are a number of small citrus 


* A hypothetical case. 

“For an application of this approach, see W. F. Henry, R. G. Bressler, Jr., and 
G. E. Frick, Economies of Scale in Pasteurizing and Bottling Plants, Storrs Agr. Expt. 
Sta. Bul. 259 (1948). 

“For an example of one approach to the study of efficiency of a marketing func- 
tion, see R. G, Bressler, Jr., and D. O. Hammerberg, Economies of the Assembly of 
Milk, Storrs Agr. Expt. Sta. Bul. 289 (1942). 
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packing-houses in an area operating absolutely independently ‘of each 
other. Would efficiency of operation be increased if these packing-house; 
were to form some type of cooperative organization for performing cértain 
operations jointly; or would complete horizontal integration be the mos 
efficient form of operation? Comparisons will need to be made of the 
physical inputs required for handling the total crop in the area under the 
present system and under varying degrees of integration. The findings of 
this type of research could form the basis for a more efficient organization 
of firms at a given level in the distribution system. 

The final step in the analysis of the physical efficiency of marketing 
operations for a given commodity is the evaluation of the efficiency of 
operation of the whole system. The question is simple, “What is the most 
efficient way of moving a box of tomatoes from the grower in Texas to 
the consumer in New York?” Although the question is simple, obtaining 
an answer will involve the refinement of existing research techniques 
and methods, and the development of new ones. The phenomenon of 
vertical integration’® comes up for prominent consideration at this stage 
of the analysis. A start at answering the question might be made through 
the study and comparison of the operations of an existing integrated con. 
cern, a series of nonintegrated firms, and a synthetic model of a vertically 
integrated concern embracing the most efficient mode of operation at each 
level of the marketing system. It is recognized that all sorts of difficulties 
are involved in trying to obtain answers to this type of question; but it is 
the type of question that must be answered, if various industry and gov- 
ernment decisions are to be based on fact rather than hunch or opinion. 


The Operation of the Pricing Mechanism 


The third and final problem area to be considered is that of determining 
the effectiveness of the pricing mechanism in facilitating efficient trans- 
fer of commodities from farmer to consumer.’’ The role of the pricing 
mechanism is to affix price tags, at various stages of the marketing process, 
which accurately reflect demand and costs incurred. Many people are 
convinced there are too many impediments to the ideal operation of the 
pricing mechanism. Among farmers there is the. feeling that prices they 
receive are too low; among consumers, that prices they pay are too high. 
Always, there is the implication that someone in between is taking too big 
a cut—that someone has the power, and is establishing prices which are 


* John D. Black emphasizes the need for integration in his “Guideposts in the De- 
velopment of a Marketing Program,” op. cit., pp. 18-22. 

* This is a little explored field. For a statement of research needs by a pioneer in 
this field, see William H. Nicholls, “Reorientation of Agricultural Marketing and Price 
Research,” this Journal XXX (February 1948), 43-54. 
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not in accord with demand and cost conditions. The fact of the case 
is that we have very little in the way of objective criteria for determining 
whether prices established by marketing organizations are, or are not, 
socially equitable. 

If the goal of maximum satisfaction of consumer wants through efficient 
utilization of resources is to be approached in a comparatively free 
economy, a great deal of reliance must be placed on effecitve operation of 
the pricing system. The criterion commonly used for judging the effective- 
ness of the pricing mechanism is the concept of the perfect market of 
theory.2* Several questions need to be answered by research in this field. 
Are prices for a commodity identical throughout the market after adjust- 
ments are made for differences in time, form, and place? If prices are 
divergent, what are the marketing imperfections responsible for this di- 
vergence? Determination of the existence of market imperfections and 
consquent divergence from results expected in the free market are not, 
however, sufficient grounds for condemning the pricing mechanism. At 
least, one further question remains to be answered. Would the perfect 
market provide a larger total product and more equitable distribution 
among producers, marketing groups, and consumers; and if not, what are 
the acceptable alternatives? 

At least three steps are involved in the study of the pricing mechanism. 
A first step is that of gaining an understanding of just how prices are 
established at various levels of the marketing system. For example, how 
does the chain store buyer in Lakeland, Florida, decide what he will offer 
for a box of oranges on October 1; or how does Florida Citrus Mutual 
decide what the minimum acceptable price to growers shall be on that 
date? There will be no direct answers to such questions, but careful 
observation and work in the industry should yield some qualitative infor- 
mation that will serve as a basis for further research. This preliminary 
study should indicate the presence or absence of market imperfections 
which are, or have the potentiality for, obstructing the attainment of our 
social goals. Where market imperfections are found, the second step is to 
design studies for determining the influence of the various imperfections 
on the establishment of prices. The final step in the process is the compari- 
son of the results obtained under existing conditions with those which 
might be obtained under possible alternative conditions of competition. 
Results of research in the field of pricing mechanisms, when coupled 
with the results of studies of physical efficiency in marketing, will serve 
to enlighten the public, and should serve as the basis for more desirable 
public policy. 


"For a discussion of the perfect market, see Geoffrey Shepherd, op. cit., pp. 28-41. 


h 
eS 
st 
of 
of 
st 
0 
es 
of 
Be 
n- 
ly 
h 
es 
is 
Mn. 
S- 
$5, 
re 
€ 
ey 
re 
Je- 
in 
ce 


1002 J. K. SaMuELs 


DISCUSSION 


J. K. SAMUELS 
Farm Credit Administration 


In introducing the principal problem areas in fruit and vegetable marketin 
research, Dr. White set forth two conditions that must be met in order to realize 
useful results. One is to have available sufficient resources, which I interpret 
as adequate manpower. Most departments operate within a rather fixed bide 
and may even have definite time limitations with respect to certain projects or 
lines of work. Under these circumstances it is essential to gear production to 
resources or capital, in order to come up with a finished product that is not 
obsolete. We have an obligation to determine in advance that our resources are 
sufficient to carry through a job from start to finish. 

The other point was that a project must be aimed at a significant marketin 
problem. In general, I believe our research is directed toward specific problems, 
perhaps not always significant. I am sure Dr. White had in mind a broad inter. 
pretation of the work “problem.” However, I would like to raise the question 
as to whether we should limit our efforts to problem solving. It seems to imply 
some lack of originality. Should we as marketing economists admit that 
originality is only in the province of the physical sciences? 

In regard to analysis of the market structure and organization as a means of 
benefiting marketing groups, it is necessary to know more about just how a 
price is established, the comparative advantages of the buyer and seller at 
various levels of distribution, and the factors influencing the establishment of a 
price. However, it is also essential to analyze the market structure from the 
standpoint of efficiency, utilization of product, and elimination of waste, both 
in terms of the product itself and the labor and capital used in the distribution 
of fruit and vegetables. In the past few years we have expanded our market 
research work in the wholesale market and in retail stores, in the belief that 
here are fertile fields for lowering costs, shrinking margins, and streamlining 
_ With some notable exceptions, the same expansion has not taken 
place in research at the shipping point level. I think there is a need to take 
a good look at our local distribution set-up, particularly in producing areas 
near large consuming centers, to see if it isn’t possible to develop a more orderly 
system of assembly and distribution. In many areas growers are still dependent 
on the trucker to come around and buy his produce or his fruit. He is bound 
to a local shipper because that is his ‘aly line of credit. He is offered a contract 
to produce canning vegetables by a representative of a national canning 
company too often on a take-it-or-leave-it basis. The truck gardener or fruit 
grower needs information that will assist him in obtaining improved facilities 
for grading and packing in utilizing seasonal surpluses and off-grade products, 
and in obtaining credit tailored to his particular needs. 

The speaker pointed out that researchers should provide business men with 
knowledge or information which will enable them to adjust their operations or 
practices quickly and efficiently in the light of current conditions. In addition, 
we should be able to furnish Congress and government officials, particularly 
those administering the so-called action programs, with information as to how 


these programs are affecting distribution and consumption of fruits and vege- 
tables. 
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Dr. White indicated four more or less neglected areas of research or areas 
where additional emphasis is needed. I should like to add a few more to the list. 

]. One, just mentioned, is an analysis of the affect of market agreement 
ams and other direct government activities on distribution. 


Pe Ie also seems to me that our research on the possibilities and place of pre- 
ng packaging in the distribution system has fallen short of the mark. We need to do 
” 4 more thorough job of evaluating the role of prepackaging in our distribution 
r 

stem. 
” 3. More attention should be given to grades in relation to price. In some 


instances, products are sold on grade or yy as to quality at shipping 
point, and then these quality differentials are lost by the time the product is 
ai purchased by the consumer. Other products are sold field-run and then graded 


» by the processor or marketer. We ought to be in a position to supply producers 
ng and distributors with usable information on interrelation of grade and price. 
ns, 
er- 
on DISCUSSION 
: M. W. FARRELL 

Ontario Agricultural College 
. Research workers in marketing need to consider periodically how their 
at projects fit into the welfare objectives of the nation. There is little social gain if 
fa the goals of research are to encourage the transfer of consumer demand from 
he oranges to apples. The national income and efficiency of organization of market- 
th ing agencies would not be increased by the application of this type of research. 
on There is a broad gap between the specific detail of a fruit and vegetable 
et marketing research project and the social goals of the nation. For many agri- 
at cultural economists the consideration of the general welfare is unfamiliar or 
ng entirely neglected to the detriment of good working relationships with econo- 


mists in other fields. Dr. Kimmel has referred to the necessity of internal con- 
ke sistency and harmony of marketing research with both national social goals and 
economic research. He has pointed to the bridge that should exist, but has 


as 
ly given only a few signposts for the guidance of research workers over the gap. 
nt One of the signposts is production to consumer's needs. In a relatively static 
ad economy, economic research could pass back to the producers information on 
ct consumer tastes and preferences so that uncertainty of production of individual 
ng commodities could be greatly reduced. Economic research would be primarily 
sit informational to the producers, and could reduce greatly the time-lag between 
7” sale by the farmer, and a report back through the price system of how the 
ts, product was received by the final consumer. In a dynamic rapidly moving 
economy with competitive products the time-lag becomes increasingly a cause 
th of uncertainty. Market research in this area must be prompt, even if rough and 
ie ready in its finish. 
a, The other signpost of consistency with the general interest is efficiency of 
ly handling and scale by market agencies. Efficient low-cost — by market- 
~ ing agents can be facilitated by the three-fold research attack on demand, physi- 
». cal efficiency in marketing, and flexible, prompt behavior of the pricing system. 
| Dr. Kimmel emphasizes that it is not a proper goal of saamualh to dispose of 
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fruits and vegetables that are produced blindly by farmers without regard to the 
market requirements. This e of research would have us eating, say, more 
carrots and fewer beans with the increased consumption of one offsetting the 
loss of others, and with the costs of demand creation thrown in, as a marketip 

cost. Research into timeliness, market area requirements, and form preferences 
by contrast, can assist in moving produce from place of abundance to place of 
scarcity. The derivation of supply-price relationships at retail sets aside value. 
judgements about market efficiency, and, taken together with marketip 

margins, does indicate to growers the price-elasticity of demand of the retajj 
customers. But the usefulness of these synthetic demand curves is extended } 

considering various forms of the product, as well as competing products. The 
effectiveness of a pattern of retail prices of fresh grapefruit is influenced by the 
retail prices of canned grapefruit juice, canned grapefruit sections as well as 
fresh oranges, and even canned apple juice. Retail experience can be enlisted 
for advice on the immediate competition between products. Controlled experi- 
ments through similar retail stores, using a control or check store, offer con- 
siderable help in arriving at supply-price a Non-price factors must 
be recognized if they are significant. Display methods, store neatness, services, 
packaging are not always logically related to the price variable. Government 
programs, such as marketing agreements or marketing boards, need to be con- 
sidered as providing a minimum price or a maximum quantity. As an illustra. 
tion of market area studies which might facilitate distribution there might be 
mentioned the sale of Florida grapefruit in New York City, or Ontario rutabagas 
in St. Louis, Birmingham, or New Orleans. 

On the question of physical efficiency in marketing, there can be much 
optimism. Farming, retailing, and wholesaling have been late in utilizing the 
work simplification methods and job analyses of manufacturing and transporta- 
tion. The synthetic approach, sometimes called Taylorism, by intensive study 
of plant arrangement and of efficiencies of scale, can produce a clear social gain 
so that a man can turn out a greater volume, and allow a reduction in marketing 
costs. Making these physical short cuts applicable to the individual handler is a 
problem of extension and illustration, but the results are likely to be prompt 
and convincing. On the matter of integration, either horizontal or vertical, we 
lap over into the final prescription of Dr. Kimmel, the operation of the pricing 
mechanism. A horizontal integration might allow for centralized marketing 
strength, or an adequate volume for by-product utilization, while vertical 
integration might allow for a more interested merchandising of the product—an 
important aspect if the regular merchandisers are not interested in the width 
of margin on a product relatively minor to them. 

On the operation of the — system, allowance must be made for the 
speed and strength of dynamic forces. A lot more light could be shed on 
monopolistic forces in marketing, but more imagination is needed than that 
used in following through a carton of celery to wholesaler X and retailer Y, and 
recording the time and price of each sale. If more were known on the influence 
of monopolies, there would be less dispute over anti-trust legislation. The impor- 
tant test is whether existing results are as satisfactory as any possible alterna- 
tives. The effective pursuit of marketing research into demand, into physical 
efficiency, and into more information on price-making forces would assist con- 
siderably in marketing efficiency, and might help to bridge the gap between self- 
interested commodity research and welfare goals of the whole economy. 
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DISCUSSION 


CHARLES H. MERCHANT 
University of Maine 


Dr. Kimmel states that the broad objectives of any marketing research pro- 
ram must ultimately be established within the framework of the over-all social 
oals of the nation in our comparatively free society. Also, in general terms he 

states fruit and vegetable marketing research is “to provide information which 
will promote maximum consumer satisfaction through direction of resources to 
the production of the desired kinds and quantities of fruits and vegetables, and 
through facilitating most efficient transfer of these fruits and vegetables from 
farmer to consumer.” I find it difficult to take issue with such statements, unless 
they are not specific enough for this occasion. 

The major we of Dr. Kimmel’s paper is devoted to a treatise of fruit and 
vegetable marketing research in three economic problem areas—demand, physi- 
cal efficiency in marketing, and the operation of pricing mechanism. If I can 
contribute anything to this discussion, it is at this point. However, I am cogni- 
zant of the fact that the material may have been either briefly mentioned or 
implied in his paper. 

I am fully convinced that fruit and vegetable marketing research should 
include, as one of the major problem areas for study, quality maintenance and 
the possibility of reduction in the deterioration of fruits and vegetables in the 
handling and distributing processes. Within this area I would include the sub- 
jects of better grade standards; improved inspection techniques; more practical 
containers for handling, shipping, and distributing the products; and more 
recognition of temperature, humidity, and other conditions in quality main- 
tenance. This area of research is fundamentally basic to other research areas in 
the marketing of fruits and vegetables. Such losses and deterioration in fruits 
and vegetables before they reach consumers represent staggering losses of our 
productive output. 

Attention needs to be directed towards another major problem area closely 
associated with quality maintenance, the maximum utilization of unmarketable 
and undesirable low grade fruits and vegetables and “surpluses.” I agree with 
Dr. Kimmel that a real effort should be made to avoid so-called “surplus.” 
However, this is not always possible, as weather and efforts of producers are 
partly uncontrollable and unpredictable. Information leading to programs for 
processing and other saaiels of utilization of such surpluses and off-grade 
products could have a twofold benefit. One would be to reduce losses and 
wastes now occurring in marketing of these commodities, and the other to help, 
in many cases, in stockpiling certain food commodities in our national emerg- 
ency. It is obvious that many of the commodities in the fruit and vegetable field 
are not as well adapted to stockpiling as grains, cotton, and wool. However, 
there are many possibilities. 

Under his section on “Physical Efficiency in Marketing,” Dr. Kimmel dis- 
cusses several approaches to the problem, such as a synthetic type of research 
and vertical and horizontal integration. I do not take any exceptions to these 
approaches to our research problems, but simply would like to emphasize the 
need for our research to be more forward looking and not merely to describe 
existing conditions and to study the possible efficiency of existing functions. The 
marketing research worker, if he is to be of maximum service, must lead rather 
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than follow in suggesting improvements and advancements in the industry 
based on sound research. 

In my opinion, demand and price relationships are much more complex and 
involved than Dr. Kimmel’s paper would seem to indicate. Here is an area of 
study which, due perhaps to its complexity, has received too little attention in 
the field of fruit and vegetable marketing. How important are psychologica! 
factors and how can they be best measured in consumers’ purchases of fruits 
and vegetables in retail stores throughout the country? These factors are most 
difficult of measurement in any demand-price relationship. Until we have some 
reasonably accurate appraisal of these and other factors, we fall far short of 


understanding many demand and price relationships in the field of marketing 
fruits and vegetables. 
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MARKETING ROUNDTABLE—DAIRY PRODUCTS 
Chairman: Donald E. Hirsch, Farm Credit Administration 


INCREASING THE EFFECTIVENESS IN COORDINATION OF 
DAIRY MARKETING RESEARCH 


Participants: S. M. Johnson, J. B. Roberts, R. J. Saville, R. G. Bressler, 
L. F. Herrmann, and Morris Rachlis 


E ARE entering a period in which the need for short-term re- 

search in the marketing of dairy products is becoming increasingly 
urgent. Meanwhile, the need for long-term research is undiminished. 
Despite this over-all increase in the demand for research, the supply of 
researchers is unlikely to expand during the next several years. This 
means that the productive efforts of available researchers must be utilized 
in the most efficient and effective manner possible. 

One of the most promising possibilities for maximizing the productive 
efforts of dairy marketing researchers is to seek a greater degree of co- 
ordination of their activities. The National Marketing Workshops offer a 
medium for progress in terms of research methodology. They do not, at 
present, provide a basis for determining the direction which should be 
given to dairy marketing research, nor do they determine the degrees 
of emphasis which might result in a nationally balanced program of such 
research. 

The marketing of milk and its products is becoming more and more 
national in character. Some regional groups of researchers have been 
organized to coordinate efforts to solve regional problems. Similar co- 
ordination may now be needed at the national level. Dairy marketing 
researchers need to develop a perspective that will keep pace with de- 
velopments in their chosen commodity field. 

It was in recognition of these circumstances that a program was de- 
veloped to explore the topic of “Increasing the Effectiveness in Coordina- 
tion of Dairy Marketing Research.” 


Procedure Followed At Roundtable 


The objective of the roundtable was to promote more effective coordina- 
tion of the dairy marketing research work conducted by the several state 
and federal agencies. This objective was attained in part by the simple 
arrangement of a meeting at which dairy marketing research specialists 
could become better acquainted in both a personal and professional way. 
Second, the group discussion of problems concerned in coordination of 
dairy marketing research stimulated thinking relative to the need for more 
effective coordination, and provided a basis for more formal and thorough 
investigations of that need. ; 
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Emphasis was placed on informality and group discussion. No forma] 
papers were prepared for inclusion in the Journal. Instead, six brief Open. 
ing statements were given by leaders in dairy marketing research. Repre. 
senting federal agencies were Louis F. Herrmann, Production and Market. 
ing Administration, United States Department of Agriculture, and Morris 
Rachlis, Canada Department of Agriculture. 

The four regions established for purposes of coordination of research 
among agricultural colleges in this country were represented as follows. 


East—S. M. Johnson, University of Connecticut 
North Central—J. B. Roberts, University of Kentucky 
South—R. J. Saville, Mississippi State College 
West—R. G. Bressler, University of California 


The opening statements were devoted principally to brief outlines of 
the kind and extent of coordination in the various geographic areas. The 
statements thus served to indicate the present magnitude of the oppor. 
tunities and problems involved. 

About 40 economists participated in the group discussion following 
presentation of the opening statements. 


Postwar Development of Coordination 


Coordination in dairy marketing research has existed for more than 
15 years. In his opening statement, Dr. Johnson commented on the work 
of the New England Research Council during the decade of the thirties. 
However, in most regions there was no significant coordination of dairy 
marketing research until the Research and Marketing Act of 1946 became 
effective. 


In commenting on the effect of the act, Dr. Herrmann stated as fol- 
lows: 

“The expansion of work under the Research and Marketing Act made 
the lack of coordination really serious. As each of the federal agencies 
expanded its own marketing research program, overlapping became con- 
spicuous and dangerous. At the same time, the act facilitated an increased 
degree of coordination within the existing Departmental structure. Co- 
ordination of dairy marketing research in the federal agencies now is 
promoted in the following ways: 


1. By the establishment of research advisory committees. 

2. By the review and approval of projects by the Administrator of the Act. 

3. By the establishment of Departmental working groups representing all 
agencies having an interest in dairy marketing. 

4. By the establishment of the Central Project File. 

5. By the broadened circulation of research reports for review within the 
Department before publication.” 
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At the present time there are three federal agencies prominent in 
dairy marketing research. They are the Bureau of Agricultural Economics, 
the Farm Credit Administration, and the Production and Marketing Ad- 
ministration. There are also agencies in about 36 states that are concerned 
with such research. 

Coordination among researchers employed by state agencies is effected, 
in part at least, through the regional technical committees. These com- 
mittees assist researchers working on problems that cross state boundaries, 
and effectuate some pooling cf manpower and ideas. 


Benefits of Coordination 


The principal benefits of effective coordination, as discussed at the 
roundtable, appear to be as follows: 


1. There is a pooling of ideas and information with respect to problems, 
methodology, and the nature of the economic environment in which the 
studies are made. Such pooling of intellectual resources and research 
experience is of tremendous benefit as it tends to result in more effective 
research at less cost. 

2. Competent research workers in dairy marketing constitute a limited re- 
source that requires effective coordination as a tool to achieve maximum 
utilization. Marketing problems are increasing in number, size, and com- 
plexity, and effective utilization of research resources is of paramount 
importance. 

3. The principal problems in dairy marketing can be investigated on a broad 
front and in a comprehensive manner. 

4. Adoption of uniform research procedures can ensure comparability of 
results. 

5. More effective research techniques can be developed and, as a conse- 
quence, results may be more valuable and more widely usable. 

6. Unnecessary duplication of research work can be minimized. 

7. There are benefits in planning as well as in execution of projects. Coor- 
dination can assist researchers to determine what they shall study as well 
as how they shall study. 

8. Competition among research agencies and among individual researchers 
can be minimized or directed into effective channels. 


The benefits of coordination in research can be achieved among projects 
at different marketing levels as well as among projects at a given level. 


Problems In Coordination 


The principal problems in coordination, as brought out by the opening 
statements and subsequent discussion, appear to concern the following 
subjects: 


1. Allocation of funds: The distribution of the funds available is difficult to 
make on an equitable basis. Many factors must be taken into considera- 
tion. Although it is an administrative problem, unless handled carefully 
it may have adverse effects on the actual research work. 
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12. 


13. 
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. Diversity of interests: Frequently there is a tendency for the separate 


research agencies to be interested in diverse problems. Some “give ang 
take” is necessary before projects involving coordination can be devel. 


oped. 


. Selection of problems: Some problems in dairy marketing research ma 


best be attacked at the local level. Others call for varying degrees ¢f 
coordination. The identification of problems suitable for coordinated 
research at regional levels is still far from systematic. 


. Inflexibility of the program: It takes a long time to develop a project and 


obtain clearance and, when the project is once approved, major changes 
cannot be made readily. 


. Additional expense incurred: When appropriations for research are 


small, expense involved in attending coordinating meetings may be 


unduly large. Furthermore, time is lost in transit to and from the meet. 
ings. 


. Other demands on researchers’ time: Many persons concerned with dai 


marketing research also have teaching duties or research work in other 
fields. This places severe limitations on the kind and scope of the work 
they can perform in dairy marketing research. 


. Burden of paperwork: Considerable time is required to prepare the 


various written project outlines and reports that are necessary. Most of 
these reports are desirable from the standpoint of sound research 
matioidieay, but some are needed simply because the research workers 
cannot spare the time nor money to meet frequently. 


. Shortages of manpower: A coordinator may be needed to give direction 


to coordinated projects and to ensure comparability of research results, 
It is difficult to obtain personnel qualified to act in this capacity. 


. Personnel turnover: Changes in duties or positions frequently result in 


the assignment of new personnel to a project. Lack of continuity inter- 
feres with the rate and kind of progress made. 

Diversion of attention from problems that are nonregional in character 
but important within smaller geographic areas: It is conceivable, though 
it may seldom occur, that researchers engaged in coordinated projects 
may neglect important local problems. 

Duplication of local efforts: While one of the benefits that may be 
derived from coordination of research is the minimizing of unnecessary 
duplication, such duplication may actually be increased if regional or 
national projects are not selected carefully. 

Exchange of information: There is at present no way in which a te- 
searcher can readily determine the nature and extent of all current re- 
search dealing with a particular subject. Adequate and accurate informa- 
tion about current research is needed by marketing researchers fully as 
much as information about current market conditions is needed by 
marketing agencies. 

Censorship of research results: The more hands a manuscript must go 
through, the more it is apt to be changed. Conceivably, a report based on 
coordinated research may become so vague, as the result mf such review, 
as to have its value impaired. 

Relationships between research and regulatory agencies: The various 
state departments of agriculture are usually considered to be regulatory 
agencies, whereas the experiment stations and college departments are 
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thought to be concerned with economic research. However, approxi- 
mately half of the local RMA dairy projects are conducted by state 
departments of agriculture. In general, there appears to be a need for 
greater coordination of the work of the state departments of agriculture 
with that of the colleges and federal agencies. 


Opportunities For More Effective Coordination 


The opportunities for more effective coordination, and the techniques 
by which the effectiveness of such coordination may be increased, can be 
summarized as follows: 


1. 


10. 


A frequent criticism of marketing research in general is that too little 
time is spent on selection and age of projects. This criticism applies 
to coordinated projects as well as to others. It would be desirable to 
establish criteria for the selection of problems suitable for coordinated 
research at the regional and national levels. Such criteria are an end in 
themselves in that they stimulate thinking about the problems requiring 
coordinated effort. 


. It would be desirable to list and to evaluate the principal problems in 


dairy marketing research and to classify them as to whether they may be 
handled best on a local, regional, or national basis. 


. It might be desirable to have a committee enumerate the major problems 


needing attention, give thought to those problems in terms of the need 
for increasing the effectiveness in coordination, develop an understand- 
ing of the common ground of dairy marketing research workers, and out- 
line the ways in which the research activities of the various agencies may 
be coordinated. 


. Some method should be devised and adopted whereby research workers 


could be adequately informed as to the nature and progress of current 
research projects in the field. 


. It might be desirable to develop an organizational framework to foster 


coordination at the national level. This association might be similar to 
the National Conference of Research Workers in Citrus Marketing. 


. It might be desirable to have an annual directory of workers engaged in 


dairy marketing research. 


. Problems such as those engendered by a diversity of interests among the 


coordinating groups may be met by the development of separate sub- 
projects under a given project title. However, this technique needs to be 
used very carefully, as its indiscriminate use can result in a collection 
of unrelated projects that entail little or no coordination. 


. There is need for greater uniformity in research methodology and in the 


improvement of the techniques of the science. Closer working relation- 
ships resulting from more effective coordination may contribute greatly 
to meeting this need. 


. The activities of existing mechanisms might be broadened to expedite 


coordination at the national level. Chairmen of regional committees, to- 
gether with representatives of federal agencies, could meet to discuss 
common problems. The scope of the Central Project File might be 
widened to permit publication of brief progress reports on all dairy 
marketing projects conducted by all public agencies. 

It would be desirable to provide for some relaxation of regional bound- 


te 

d 
A 
ay 

of 

ed 
d 
es 

re 

at. 
er 
rk 

he 2 
of 

ch 

ers 3 
on 

ts, 

in 

4 
ter 
gh 
cts 

be 6 
} Ty 

or 7 

re- 

as 8 
by 

go 

on 9 
us 
ory 
are 

|_| 


1012 S. M. JoHNSON AND OTHERS 


aries. It is not difficult for imaginary barriers to develop, as a result of 
custom, that can effectively limit recognition of and work on economic 
problems by agencies located in different regions. It should not be foy. 
gotten that the delineation of regions, while a useful procedure, is neces. 
sarily arbitrary. 

11. When a problem that requires coordinated effort has been isolated, the 
researchers concerned have a real responsibility to work with each othe; 
and to use appropriate research techniques. 


The dairy marketing roundtable provided an opportunity for re. 
searchers to give attention to both the limitations and opportunities that 
are inherent in coordinated effort. Perhaps the meeting will assist in the 
development of a more.formalized approach to the related problems. [In 
any event, there will be indirect benefits that should contribute toward 
more effective research in dairy marketing in the future. 
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MARKETING ROUNDTABLE-—LIVESTOCK AND 
LIVESTOCK PRODUCTS 


Chairman: Sam H. Thompson, Iowa State College 


THE SAMPLE SURVEY AS A RESEARCH TECHNIQUE IN 
MARKETING LIVESTOCK AND LIVESTOCK PRODUCTS* 


C. P. Wixson 
Kansas State College 


HE sample survey is a useful research technique in livestock market- 
Tiss research as well as in many other fields. It is not a new technique. 
It has been used—and misused—for many years. Rapid progress has been 
made in recent years both with respect to the theory of sampling and the 
practical procedure of efficiently carrying out a sample survey. The re- 
search worker in livestock marketing needs to be familiar with the modern 
sample survey technique for two reasons. First, he may make use of 
published information which was obtained by the sample survey tech- 
nique. In this case, he should be able to evaluate the information he is 
using. Second, the livestock marketing specialist often has occasion to 
obtain original data for specific studies or projects. In this case, he must 
know how to go about collecting the data in an efficient manner. The 
subject of sample surveys deserves re-emphasis because of problems in- 
volved in cooperative and coordinated regional research. If the results of 
two or more sample surveys are to be properly aggregrated, each sample 
survey must be sound in theory and properly executed. 

Why take a sample survey in the first place? In seeking the solutions 
to specific problems, the research worker often is unable to find published 
information bearing directly on the problem at hand. Time and funds 
available for studying the problem are usually limited. It may be impos- 
sible or impractical to study an entire population, but it may be possible and 
practical to study a representative segment of the population. Sampling 
in this case is the problem of obtaining information from a representative 
segment of the population for the purpose of inferring something about 
the true state of affairs with respect to the entire population. 

At this point it may be well to recall the difference between a proba- 
bility sample and a judgment sample. The former is one for which the 
sampling errors can be calculated and for which the biases of selection, 
nonresponse, and estimation are virtually eliminated, or contained within 
known limits. Judgment samples are those for which biases and sampling 


* Contribution No. 169, Department of Agricultural Economics, Kansas State Agri- 
cultural Experiment Station, Manhattan, Kansas. 
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errors cannot be calculated from the sample, but, instead, must be settled 
by judgment.’ Judgment samples do not necessarily give unreliable re. 
sults. The point is, there is no way of knowing whether the results of , 
judgment sample are reliable or not. 

Ferber says, “There is no way of evaluating the reliability of estimate, 
based on arbitrary selections.” Deming says, “The usefulness of data from 
judgment samples is judged by expert knowledge of the subject matte 
and comparisons with the results of previous surveys.”* He also says 
“Gone are the days when the intuition, guided by expert knowledge of 
subject matter, constituted sufficient qualifications for carrying out sample 
studies. Knowledge of subject matter of a survey is as essential as ever, 
but in modern practice, this knowledge must be combined with the theory 
of sampling.”* 

Modern sampling involves more than substituting partial coverage for 
full coverage. It is “the science and art of controlling and measuring the 
reliability of useful statistical information through the theory of proba. 
bility.”> “A sample can be more accurate than a census, under certain 
conditions,” according to Houseman.® Yates says, “Indeed, a complete 
census can only be properly tested for accuracy by some form of sampling 
check.”” 

What, then, is an appropriate method of conducting a sample survey in 
the field of marketing livestock and livestock products? The characteristics 
of the population and the conditions surrounding the problem indicate the 
appropriate type of sample to use. The following is an example of a 
sample survey that was used by the Kansas Agricultural Experiment 
Station in studying the marketing of feeder livestock. 

In 1947 the North Central Livestock Marketing Research Committee 
initiated a regional project on the marketing of feeder livestock. The 
Kansas Station was a cooperator in the project. Among the general ob- 
jectives of the project were these: 

a) To determine the sources of supply of feeder livestock and the areas of 


demand for them. 
b) To study the methods and practices employed in marketing feeder live- 


* William Edwards Deming, Some Theory of Sampling. New York: John Wiley and 
Sons, 1950, p. 10. 

* Robert Ferber, Statistical Techniques in Market Research. New York: McGraw- 
Hill Book Co., 1949, p. 69. 

* Deming, op. cit., p. 11. 

* Ibid., preface, page viii. 

*Ibid., p. 2. 

*Earl E. Houseman, “Sampling Methods in Marketing Research.” Agricultural 
Economics Research, Vol. II, No. 3, July, 1950. 

*F. Yates, Sampling Methods for Censuses and Surveys. New York: Hafner Pub- 
lishing Co., 1949. 
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stock through various marketing channels and the means by which feeder 
livestock are transported. 

c) To study costs o buying and selling through the different types of 
markets. 


Each cooperating Experiment Station was to obtain for its state, by a 
sample survey, data pertaining to the numbers purchased and sold by 
farmers and ranchers, of feeder livestock of various classes, ages, and 
weights, the proportions purchased and sold through the various types 
of markets, the conditions of sale, means of transportation, etc. for the 
calendar year 1947. The question at this point was, “What would be an 
appropriate procedure to follow to obtain reliable data?” The regional 
group consulted with the Statistical Laboratory at Ames, Iowa. Since there 
were no known up-to-date lists of farmers and ranchers selling and buying 
feeder livestock, an area cluster sample was recommended. An area cluster 
sample seemed appropriate for Kansas. But funds available seemed in- 
adequate for the job to be done. Fortunately, it was found that the Kansas 
Agricultural Statistician’s office was desirous of obtaining by a sample 
survey certain data pertaining to farm storage stocks of wheat in Kansas, 
as well as certain check data for its estimates based on mail questionnaires. 
They were also considering an area sample survey, and they, too, had 
limited funds. By pooling resources the Kansas Agricultural Experiment 
Station was able to obtain its information on marketing feeder livestock, 
and the Agricultural Statistician’s Office was able to obtain its data on 
farm storage of wheat and certain other check data. The procedure fol- 
low.d was similar to that of the master sample of agriculture for which 
there is ample reference in the literature.* 

The Statistical Laboratory at Ames, Iowa, designed the sample and 
delineated the sample segments. Two hundred eighty sample segments 
were selected from 41,160 segments in the state. Enumerators were re- 
cruited and instructed jointly by the State Agricultural Statistician’s Office 
and the Experiment Station. The survey was scheduled to require 20 
enumerators 10 days for completion of field work. Eight hundred seventy- 
three farms were found in the 280 sample segments. Ninety-one percent 
completion was accomplished. Control of nonsampling errors of selecting 
farms was believed to be reasonably effective. 

This is an example of a probability sample. Point estimates of popula- 
tion characteristics can be computed along with confidence intervals 
or confidence regions. Being able to calculate confidence regions is im- 
portant. Point estimates based on samples are practically valueless unless 
confidence regions can be specified. The confidence region is the range of 
values within which the true population value is thought to lie. State- 


*For example see “The Master Samples Project and Its Use in Agricultural Eco- 
nomics,” by R. J. Jessen, this Journal,-Vol. XXIX, No. 2, May, 1947. 
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ments can be made with respect to the probability that the confidence 
region, calculated from sample data, contains the true population value 
As Ferber points out, “The ultimate objective of all sampling research 
is to develop techniques that will either yield the smallest confidence 
region at a given cost or a given confidence region at the most economical 
cost.”® 

As an example of the sampling error for the survey in Kansas, it cap 
be pointed out that in estimating a variable, such as the total number 
of feeder cattle sold by Kansas farmers and ranchers, the coefficient of 
variation was 16 percent. The range in the number of head sold per 
farm was from five to 500. 

For estimating a variable, such as the total number of farms in Kansas, 
the precision was much closer—the coefficient of variation was two per. 
cent. Comparing the point estimate of total number of farms from the 
survey in 1947 with the 1945 census indicates a slight bias in the direc. 
tion of underestimating the number of farms from the survey. Further 
analysis indicates that the error was in missing some of the extremely 
small farms in the state. We feel that the bias was less than a direct com. 
parison of the survey and census figures would indicate, because the 
average size of farm was increasing and the total number of farms de- 
creasing from 1945 to 1947. Certainly this survey missed fewer small 
operators than would sampling from a list of known feeder buyers and 
sellers, or sampling only in areas on heavy concentration of feeder buyers 
and sellers. 

I would like to point out a deficiency in the survey from the standpoint 
of this project and draw a generalization from it. As indicated above, the 
geographical dispersion of the segments sampled depended on the 
number and size of farms in a given area. In other words, no attempt was 
made to concentrate the sample in given areas. It was hoped that this 
would give us reliable estimates of both feeder cattle and feeder sheep 
and lamb data. This was not the case. The number of farmers selling 
and buying feeder lambs found in the survey was so small that reliable 
estimates could not be made. Our sheep and lamb data had to be dis- 
carded. If time and funds had been available, a more concentrated sample 
in the heavy producing and feeding areas would have given the results 
needed. The generalization drawn is that for purposes of studying a 
highly specialized group of producers, the master sample plan in itself is 
not an efficient method of obtaining data. But information from a master 


sample could be used to design a second sampling plan which would give 
the desired results. 


* Ferber, op. cit., p. 57. 
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By using an area sample as an example of a probability sample, it is not 
meant to imply that this is the only type of probability sample. Various 
other types can be used, depending on the conditions of the problem and 
the characteristics of the population. The area sample was used here 
principally because of the absence of a complete list of farmers and 
ranchers buying and selling feeder livestock. In another phase of this 
same project, a sample of the auctions in Kansas was desired to study the 
origin and destination of feeder livestock, type of seller and buyer, market- 
ing charges, etc. In this case a complete list of auctions handling livestock 
in the state and their location were available. There was no information 
as to the number of head of feeder livestock handled, but the total number 
of head of each species of livestock sold was available. It was desirable to 
have geographical representativeness; and it was assumed that size of auc- 
tion was associated with some of the variables to be studied. To improve 
representativeness and increase the precision of estimates, location and total 
number of head of cattle sold were used as bases for a stratified random 
sample. 

A point to be emphasized is that livestock marketing specialists are not 
likely to get much help from our statistician friends in analyzing and 
interpreting the results of our surveys if we do not use sampling tech- 
niques that are sound in theory and properly executed. In particular, we 
cannot expect much assistance from statisticians if, after taking a sample 
survey, we run to them for help in analysis and interpretation, unless we 
can justify the method of taking that sample and executing the survey on 
theoretical grounds. As Deming says, “A skilled statistical theorist would 
be helpless in an analysis of a judgment sample if he were to depend on his 
knowledge of theory.”?° 

Ideally, the research worker in marketing livestock and livestock 
products would also be a qualified statistician. If this were universally 
the case there would be little need for this discussion. Since this ideal 
situation is not always realized, the best alternative would seem to be 
for the livestock marketing specialist and the statistician to team up in 
carrying through specific research projects. This requires that the market- 
ing specialist and the statistician be able to communicate with each other. 
Each must have an understanding of the other’s problems in order to 
be able to work out practical procedures that will provide reliable in- 
formation in an efficient manner. 

It is just as inappropriate for a statistician to design a sample with 
inadequate knowledge of the condition of the problem as it is for a sub- 
ject-matter specialist to design a sample with inadequate knowledge of 
sampling theory. 


” Deming, op. cit., p. 11. 
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There is need for a close working relationship between subject matter 
research personnel and statisticians. If subject matter research personnel 
are also qualified statisticians, the ideal situation is approached. If a live. 
stock marketing specialist is not also a sampling specialist, technical as. 
sistance from a qualified statistician can usually improve the efficiency 
of any sample survey he may be contemplating. This presupposes, of 
course, that each is sufficiently well versed in the other field so that they 
can understand each other. 
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THE IMPORTANCE OF GRADING IN RELATION 
TO LIVESTOCK MARKETING 


S. C. BARRY 
Department of Agriculture, Canada 


N CONSIDERING the matter of grading in relation to livestock 
| marketing, it is desirable, at the outset, to define what is meant 
by “grading.” There are two types. We might refer to one as commercial 
grading and to the other as official grading. 

For as long as there has been commercial trading in agricultural 
products, there probably has been commercial grading in some form. It 
is the sorting of products of the same class into groups according to de- 
gree of desirability and the use of those as a basis of trading. Buyers of 
cattle in stockyards will, on any given market, vary the price they pay 
according to weight, finish, and their estimate of dressing percentage on 
any given animal or lot. That is commercial grading. Most meat packers 
put up two or three brands of bacon, selecting the choicer sides for the 
top brands. While it is not referred to as such, that also is commercial 
grading. Such grading obviously is important in livestock marketing. It 
is, in fact, an integral part of the marketing of all agricultural products. 
That is so because the establishment of values is a part of marketing and 
values cannot be established without reference to quality or age or size 
or some such factors. 

Official grading is the establishment of grades by government authority, 
with the grading done or supervised by some governmental agency. The 
scope and purpose of that grading go much beyond the mere establish- 
ment of categories to serve as a basis of trading. It has as its objective the 
improvement of marketing conditions for the products to which it is 
applied. 

In livestock, as in many other agricultural products, commercial 
and official grading are both utilized. Thus, in the case of cattle, and 
I think in the United States as well as in Canada, a commercial grading 
system is used very largely in the purchases of live cattle. In the sale of 
beef, on the other hand, official grades largely are utilized. 

As the place of commercial grading in the marketing process is pretty 
well self-obvious, the time of this paper might best be spent in reviewing 
the purpose and importance of official grading programs in relation to 
— marketing. To do that, a brief review of its development is de- 
sirable. 

As stated earlier, grading in some form or other has long been applied 
in the purchase and sale of farm products. Sometime around the turn of 
the present century, a new concept of grading started to develop in both 
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the United States and Canada, and, in fact, in other countries. Gradip 
established categories which were a basis of trading. To avoid dispute 
between buyer and seller, there seemed to be some merit in having the 
grades established and interpreted by an independent, disinterested party, 
The task seemed to fall logically on some department of government 
There followed gradually the development of official grades by som 
government body, with the grading done or supervised by some feder| 
agency. 

As government departments entered the field, the idea developed that 
grading could be made to serve a much more fundamental purpose thay 
simply to establish a basis of trading between buyer and seller, The 
interests of agriculture require that it produce the type of product that its 
domestic and foreign customers want. They require, also, that thos 
categories should be identified so that the demand from the ultimate buyer 
would be expanded as he bought with increasing confidence. Grading, it 
was realized, could be made to serve those purposes and thus become ; 
vital force for the good of agriculture. 

Grading, in that sense, is designed to serve one major function—to in. 
prove the market position of any commodity to which it is applied. It 
performs that function in one or both of two methods. The first is to en. 
courage the production and marketing of better quality products. To do 
that it obviously is necessary that the producer’s product be graded as 
it is marketed by him and that he be paid on a basis of grade. The second 
is to create confidence on the part of the buyer so as to expand demand 
and improve the relative price position. To do that, in turn, it is neces. 
sary to identify the product by grade to the buyer, whether he be « 
trader or an ultimate consumer. 

To some extent these ends are achieved by promotion on a voluntary 
basis. To some extent they are achieved by legal means; by making grat. 
ing compulsory for one or both purposes. But whatever the means by 
which the end is reached, it is probably the hope of the proponents of 
every grading program that eventually, in the interest of the producers of 
that product, it will be widely applicable to all classes of trading. 

Passing from the general to the particular, we shall review some in- 
stances to illustrate the importance of official grading, in the sense that 
we have now defined it, in relation to livestock marketing. It will, | 
am sure, be understood that a Canadian must speak from a background 
of Canadian experience. 

I mentioned a moment ago that one function of official grading was 
to encourage the production of the class or grade of product in greatest 
market demand. The effectiveness of such a program can be illustrated 
by Canadian experience in hog grading. Over a long period of time 
Canadian hog producers have had two major outlets for their pork 
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products. One was to Canadian consumers, the other to Great Britain 
in the form of Wiltshire sides. In the British market, Canadian pork had 
to compete with products from several countries, including Denmark, 
which had high reputations for bacon. The British demanded a lean 
bacon; hence, if Canada were to make any inroads in the British market, 
it had to supply that type of product. Canadian consumers also have a 
distinct preference for lean pork. It is true that to a considerable extent 
pork which is originally fat can be made lean for the consumer trade by 
careful trimming, but this is a wasteful and costly process. Many years 
ago, therefore, the leaders of the Canadian hog industry became con- 
vinced that the best interests of that industry would be served by en- 
couraging the widest possible production of what is known as a bacon 
type hog. 

The move in this direction started about 1920. Several policies were 
introduced to encourage greater emphasis in the production of bacon 
type hogs, but the most important of these, started in 1923, was the 
introduction of a system of hog grading. At that time the grading was 
done on the live hog. In the late 1930’s there was a transition to carcass 
grading. In each, however, the emphasis was on bacon type of desirable 
weights, with the fatter, lard type hogs going into the lower grades. The 
grading was gradually made compulsory, with hog buyers being required 
to pay producers on a basis of grade. The pull of price, through the 
premium for the top grades, soon started to have the desired effect, and 
the results over the 30-year period speak for themselves. 

When grading was started, as low as two percent of the hogs in 
western Canada went into the top grade. Today, 80 percent are in the 
two top grades. In 1920, Yorkshire hogs, the most common bacon type 
breed, comprised only 87 percent of registrations in the Canadian Na- 
tional Live Stock Records Association. In 1949 they were 90 percent, and 
the Canadian swine industry had swung over very largely to a bacon 
type hog. Publicity and sound production policies, of course, played a 
part in this transition, but grading and the payment of a premium for 
the type of hogs the market wanted was the dominant influence. While the 
field was one, obviously, in which large opportunity existed for improve- 
ment, the accomplishments illustrate the importance of grading to live- 
stock marketing in that phase associated with graded purchase from 
producers. 

In Canada, in addition to hog grading, we have had one other major 
official grading program in the livestock field. That is for beef. It has 
differed from hog grading in two important respects. Whereas hog grad- 
ing has been compulsory, beef grading, with one minor exception, has 
been entirely a voluntary policy. And whereas hog grading was de- 
signed to assist marketing by encouraging the production of a desirable 
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type of hog, beef grading had as its primary purpose the identification of 
quality to the consumer as a means of broadening the demand, 

In beef, of course, the carcasses are graded and a ribbon grade brand js 
placed on the carcass so that it shows on all major cuts and can be 
identified by consumers in retail stores. The grading has been confined 
largely to the two top grades—A, or Choice, identified by a red brand; and 
B, or Good, identified by a blue brand. The one exception is in the city 
of Vancouver, where all beef must, by law, be graded for sale to cop. 
sumers. 

The success or importance of a program of this kind can best be 
measured by the extent to which it is utilized, since its utilization comes as 
a result of public demand. In 1931, when beef grading was started, sales 
of graded, branded beef totalled 17 million pounds. By 1950 this figure 
had increased to 116 million pounds. Today, all beef of choice and good 
quality killed in inspected establishments is being graded. There is 
growing requirement on the part of purchasers that C, or Commercial, 
grade be identified as well. Consumers have a reliable means of identify. 
ing the top qualities in beef; and the widespread demand for grading 
indicates that it is serving an important place in beef marketing. The beef 
grading program furnishes one excellent illustration of the manner in 
which consumers, given the chance to do so, will express their preference 
for the kind or grade of product they want. 

The sale of all beef to consumers by grade became compulsory in the 
greater Vancouver area in 1939. Not only the top grades, but the lower 
grades as well, were identified and sold by grade. In 1939, 36 percent of 
the beef sold in Vancouver was of the two top grades. The public demand 
for the higher grades was so persistent that by 1942 this figure had in- 
creased to 60 percent. To satisfy their trade, Vancouver packers became 
notoriously active buyers of top quality cattle from the neighboring 
provinces. In June of this year, to quote the most recently available figure, 
55 percent of the cattle slaughtered in British Columbia, of which Van- 
couver is the chief consuming area, were grades A and B. For the whole 
of Canada those grades comprised only 35 percent of June slaughterings. 

The experience with hog and beef grading in Canada illustrates the im- 
portant part which grading can play in relation to livestock marketing. 
The question which might next logically be asked is this: If grading can 
do what it did for hogs in improving quality and type, and if it can do 
what it is doing for beef in building greater consumer confidence, why 
should it not be extended to cover the whole field of the purchase and 
sale of all livestock and livestock products? 

The answer is that to some extent that is happening. In Canada there 
are official national grades for lamb, mutton, and veal, operating on 4 
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voluntary basis; and for wool, on which purchase on grade from pro- 
ducers is largely required by law. In not all products, however, does quite 
the same opportunity exist to make use of grades as a means of improv- 
ing the general market position. Pork, for instance, is sold very largely 
in the form of processed meats, with the acceptability to the ultimate 
consumer depending at least as much on the method of process and 
degree of trim as on the quality of the original carcass. The purchase 
from producers on official grades could hardly do the same for the beef 
industry as it did for hogs, as an appreciable percentage of the total beef 
supply is a by-product of the dairy industry. 

In spite of those limitations, there is in Canada from at least some sec- 
tions of both producer and consumer groups, an insistent demand for a 
wider extension of grading. Directly or indirectly, for instance, there is 
an increasing tendency to purchase cattle in relation to the official grade 
of the carcass. This demand for a wider application of grading is, in itself, 
an indication of its importance in livestock marketing. 


DISCUSSION 


W. F. Ewert 
Dominion Bureau of Statistics 


The Agriculture Division of the Dominion Bureau of Statistics conducts 
sample surveys for the purpose of making semiannual estimates of livestock 
numbers. These samples are of the voluntary mail questionnaire type, and 
under Mr. Wilson’s classification, are “judgment” samples. A paper by Mr. 
Holmes to be presented later this week will discuss this procedure in detail; 
therefore, no attempt will be made at this time to analyze the points in its 
favour or the weaknesses inherent in the method. The use of this type of 
sampling is due primarily to cost and time considerations. The Agriculture Divi- 
sion has not been allotted the facilities in staff and funds to conduct research 
projects involving direct enumeration. Continuous efforts are directed to “man- 
aging” the sample so as to eliminate the effects of biases due to lack of repre- 
sentativeness and the changing of reporting patterns. Estimates of livestock 
marketed are also made from the samples and tested by available check data. 
These estimates are made for the most part on the “balance-sheet” principle 
after population estimates have been derived from the sample; i.e., sample indi- 
cations on purchases, live sales, number killed for home consumption, sale as 
meat, and death loss are related to inventory at the beginning and end of each 
estimating period. 

Area probability sample surveys for other classes of livestock, similar to a 
current research project in New Brunswick on poultry undertaken by the Eco- 
nomics Division, Department of Agriculture, might be expected to provide 
excellent check data, or even to set “bench-marks” for producer marketing, where 
it is practicable to include this in the objectives of projects and to adapt the 
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statistical design for the data. Useful check information on local butcher jij 
and farm slaughter, both as to number of animals and carcass weight, has te. 
cently been obtained from surveys in Saskatchewan and British Columbia, where 
district agriculturists conducted the enumerations in cooperation with the 
Bureau. The data would be much more useful had probability sampling heey 
practicable. 

Mr. Wilson in his presentation has outlined for us a set of precepts and goals 
relating to sample surveys. The gist of his argument points out the necessity of 
using a well-stocked chest of theoretical tools for any sampling project; ‘and 
such emphasis, needless to say, is always — Coupled with this is the 
emphasis upon a thorough examination of the objectives for each sury 
project and the adoption of the most suitable statistical design. The standards 
of performance outlined would be those practiced by institutions individuall 
or collectively in a country comparatively mature in its development of agj- 
cultural economic research, having a sufficient supply of well-trained, experi. 
enced statisticians, and sufficient public support to provide the necessary 
funds. 

While the development of agricultural economic research in Canada has to 
some extent paralleled that of the United States, we are relatively only on the 
fringe as far as launching into probability sampling is concerned. For wide 
application of probability sampling to marketing research at the producer level, 
we still lack sufficient description of the universe on an area basis to be able to 
design the sample and preliminary surveys; pr2-sampling with universe descrip- 
tion objectives will still be necessary. We do not have a master sample of 
agriculture, we have limited funds, and we have been able to retain compan- 
tively few competent statisticians who also have agricultural training. Many of 
these have found that material rewards are greater in the United States. 

Findings from what Mr. Wilson has called “judgment sampling” cannot be 
ascribed known confidence intervals. This in itself would not be too serious, if 
the limitations of the findings were generally recognized by users of statistics, 
It is too frequently found that findings are reported without reference to their 
limitations, and this leads to generalizing and using conclusions far beyond those 
the investigator originally intended. 

Mr. Wilson stresses the planning of a research project. Emphasis on more 
complete planning is important. In fact, some authorities suggest that approxi- 
mately one third of the time and cost going into the average project could be 
devoted to planning, designing, pre-testing of schedules, and setting out tabuls- 
tion plans. Most of us are guilty of proceeding with studies and with detailed 
questionnaires without first having made adequate plans, sacrificing quality for 
quantity of data, and then trying to make the best use of what is obtained. 

The determination of probability limits or confidence intervals in a proba- 
bility survey is applicable to a schedule with relatively few questions, all of 
which should be pertinent to the stated objectives. As Mr. Wilson points out, 
one of the practical considerations is that with proper planning one can obtain 
maximum precision for a given cost or minimize cost for a given precision. 
Despite what has been said in favour of keeping the schedule brief, joint 
consultation between two or more agencies will frequently result in one or two 
additional questions a a high marginal return; e.g., a livestock re 
survey at producer level might yield as a by-product estimates of livestoc 
numbers. 
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DISCUSSION 


GERALD ENGELMAN 
Bureau of Agricultural Economics 


Mr. Barry lists two basic functions of grading, (1) to encourage production of 
a better quality product and (2) to expand consumer demand. However, he ties 
it all up to “improving the market position of the commodity,” which in this 
instance, I presume, refers to the interests of the producers and processors of 
livestock and meats. 

Last week I attended a marketing workshop at East Lansing, Michigan, 
where I heard one of the ranking agricultural marketing economists in the 
United States declare the primacy of producer interest much more bravely and 
unreservedly. It was said that the important use of a grading system was to 
segment the supply to enable the monopolistic exploitation of differential con- 
sumer want patterns. This is to be accomplished by discriminatory marketing 
and pricing policies, assuming that leakage between the consumer want groups 
(which aiffer geographically, temporally, or culturally) can be prevented. This 
speaker further asserted that, while it was easy to demonstrate monopoly gains 
to producers, he had never seen a clear-cut analysis of how grading benefits the 
public in general. 

Let me say at the outset that I do not vigorously disagree with Mr. Barry's 
point of view. I would perhaps change the emphasis. But as a public servant 
who has done some work in developing grade standards, may I say that I find 
rather repugnant the notion that this work is all directed toward enhancing 
monopoly gains. 

It strikes me that the general objective of any grading system is to make the 
pricing mechanism a more effective means of communication through which 
consumers can indicate their preferences to producers in order to bring about 
the appropriate production responses. The public welfare goals of economic 
activity include the maximizing of consumer wants or satisfactions with the 
minimum use of resources. A properly functioning grade standard facilitates the 
effectiveness with which the pricing system can accomplish these maximizing 
wants—minimizing resource use goals. 

A listing of the functions of a grading system could be quite numerous. 
Broadly speaking, however, I believe they can be classified under two headings: 
(1) those functions that contribute to greater efficiency in marketing and distri- 
bution, and (2) those functions which enable resources to be allocated more 
effectively to satisfy consumers’ wants, thereby contributing to greater effi- 
ciency in the production sector of the economy. The emphasis is on efficiency in 
both of these headings. Greater efficiency means greater productivity, a larger 
aggregate national product, the public benefit which results from grading. 

Functions that contribute to greater efficiency in marketing and distribution 
include such categories referred to in marketing literature as “facilitating trade” 
and “enabling sale by description.” Accomplishments during 25 years of beef 
carcass grading in the United States may serve as an example of some of these 
gains. Prior to the introduction of beef grading, about two thirds of the meat 
was wholesaled through branch houses or independent wholesale houses where 
each carcass was sold to the retailer on the basis of personal inspection, a 
relatively costly system of distribution. Currently, less than one third of the 
meat produced in the United States is wholesaled in this manner, the remainder 
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being distributed through more direct, and presumably less costly, methods 
The more direct channels, whether car or truck route, or sales to chain stores pa 
made possible by sale by description. Grade standards have particularly facili. 
tated the development of mass merchandising methods by chain stores, Fron 
his office in Denver, a chain store buyer can buy carcasses in Chicago for retai) 
stores in Washington. Ten minutes later he may negotiate in San Francisco fy, 
deliveries on the West Coast. Without grade standards this type of mass pro. 
curement and its associated economies obviously would not be possible. The use 
of federal grades also has opened new and far distant outlets for small packers 
a sector of distribution formerly preémpted by the large packers with thei, 
extensive branch house systems and privately advertised brands. Rather thay 
enhancing the monopolistic gains of large processors, in this instance at least, 
the federal grading system has tended to raise the level of competition in meg 
distribution. 

An example of what might be accomplished by more effective allocation of 
resources can be crawn from the instance of hogs, which today are commonly 
sold in the United States for a flat price within weight groups with little atten. 
tion paid to quality. In oversimplified terms hogs yield a joint product, loy 
valued lard and high valued meat cuts. But the quantitative ratios of these two 
products can be varied with respect to .each other. Without appropriate grade. 
price differentials, farmers in the United States continue producing hogs which 
yield excessive amounts of lard. This results in a substantial waste of com 
and other feed resources, resources which could be allocated to the production 
of a larger — of the more highly desired meat cuts. Canada has largely 
solved this problem with the adoption of the rail grade and weight system of 
selling hogs. The results in terms of altered producer responses to changed 
economic incentives, as pointed out in Mr. Barry’s paper, are of great signif. 
cance. In the view of many students of marketing, the United States could do 
well to emulate Canada in this regard. 

Research is needed to demonstrate the extent to which savings could be 
effected in more efficient resource use with the adoption of a carcass weight 
and grade system of marketing hogs in the United States. The theoretical tool 
are available. I have in mind the indifference curve and iso-cost curve analyses 
which have contributed substantially to recent developments in farm manage- 
ment research. In this instance, these tools would apply equally well to market- 
ing problems. Indifference curves can measure the substitution ratios between 
fat and meat cuts in the aggregate consumer want pattern. The iso-cost curves 
will measure the varying yields of fat and meat cuts which can be produced 
from a given quantity of corn and other feed resources when fed to hogs. 

Until the postwar period, research in the development and improvement of 
grade standards was almost entirely the prerogative of the animal husbandry 
meat specialist. In my judgment, this area is a fertile one for interdisciplinary 
cooperation between the meats specialist and the agricultural economist. The 
meat specialist brings his skills in technology to the analysis. It is up to the 
economist to indicate the aggregate consumer preference with reference to 
varying qualities of meat. For in order to have any usefulness or acceptance in 
the retail trade, market grades must be consumer-oriented. 

Since objective methods for specifying the degree of finish of hog carcasses 
have been devised, one of the important remaining areas of research is the 
development of consumer grade standards for pork cuts. These are needed not 
only to enable the consumer to express his preferences in the market-place more 
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effectively, but also to add more precision to existing objective hog carcass 
grade standards. The optimum grade of carcass should be as lean as possible 
up to the point where substantial numbers of cuts are discounted for lacking 
quality. We don’t know, however, just where that point is located. 

In research on consumer grades of pork cuts the meat specialist is properly 
concerned with organaleptic studies, generally using taste panels to determine 
how palatability is associated with tenderness, juiciness, and marbling. These 
latter attributes are usually functions of the finish or fatness of the animal. A 
large majority of the hogs in the United States, however, are marketed at a 
degree of finish far in excess of the minimum requirements for acceptable 
palatability. Just watch the consumer as she selects her pork chops, center 
slices of ham, bacon, and picnics at a self-service prepackaged fresh meat 
counter in the United States. In almost any geographical area I venture to say 
that you will generally find her trying to select those cuts with the most lean 
and the least fat. Very seldom is she concerned about inadequate finish. 

I do not believe the American consumer differs greatly from the Canadian 
consumer in her preference for lean pork. The difference is that the Canadian 
consumer is getting the lean pork she wants. 

Since the economist is oriented to aggregate consumer demands, he might 
approach this problem by getting up a controlled consumer behavior study, 
measuring the rate of movement of comparable retail cuts differing only in 
degree of finish. 

Probably both the taste panel of the meat specialist and the consumer be- 
havior study of the economist are necessary techniques of analysis. The 
consumer behavior study can be used for setting up standards in that large 
sector of the degree of finish scale where lean-fat ratio is of utmost importance 
in consumer minds. The taste panel would be valuable in that critical sector 
where the meat begins to suffer in palatability because of inadequate finish. 
The problem is important. Much research is needed. And in this area the two 
disciplines can accomplish much more working together rather than working 
separately. 


10ds, 
ate 
acili- 
‘rom 
etai] 
for 
pro- 
> Use 
kers, 
their 
than 
east, 
meat 
of 
ionly 
tten- 
low 
two 
rade- 
which 
com 
ction 
rgely 
m of 
nged 
gnifi 
d do 
d he 
eight 
tools 
lyses 
rage: 
rket- 
ween 
arves 
uced 
hogs. 
nt of 
ndry 
in 
The 
the 
to 
ce in 
asses 
s the 
d not 
more 


MARKETING ROUNDTABLE—POULTRY AND 
POULTRY PRODUCTS 


Chairman: Henry E. Larzelere, Michigan State College 
Secretary: Ralph L. Baker, Pennsylvania State College 


TOPIC I: HOW CAN ECONOMIC RESEARCH DEVELOP 
MORE EFFECTIVE INCENTIVES FOR MAINTAINING 
QUALITY OF POULTRY PRODUCTS DURING 
MARKETING? 


I. Opening Statement, G. M. BEAL 
University of Maryland 


INCE quality maintenance is more complex through the marketing 
S channels for fresh killed than for frozen poultry, this short paper 
will be limited to the former, and will deal rather exclusively with broilers, 

In recent years, an increasing number of poultry processing plants 
have added facilities for the preparation of eviscerated and cut-up 
chicken. Furthermore, there is a definite movement toward the prepackag- 
ing of chicken parts in retail stores. These developments have increased 
the difficulty of quality maintenance by adding to the number of indi- 
viduals engaged in partial processing at various stages in the movement 
of fresh-killed birds from the producer to the consumer. Thus, quality 
maintenance during marketing involves sanitary precautions, display ar- 
rangement, and price policy as well as temperature control, and effective 
incentives must be applicable wherever changes in form utility occur. 

Incentives for quality maintenance appear to be of three general types: 
First, there are financial inducements. These include premiums for 
superior quality, or penalties in the form of markdowns, spoilage, or 
competitive loss of volume due to dissatisfied customers taking their 
business to more careful competitors. The second type of inducement is 
improved know-how and the use of technological aids. It is quite likely 
that many poultry handlers fail to maintain quality simply because they 
are not familiar with the best techniques and procedures for doing so. 
Legal incentives are the third type. Legally enforcible standards backed 
by adequate penalties can contribute to food quality maintenance. This 
type of inducement has been singularly lacking in the poultry industry. 

Economic research can make a significant contribution in all three of 
the foregoing phases, but it is doubtful that economic research alone can 
actually develop more effective incentives. Individuals in the trade, con- 
sumers, legislative bodies, or administrative agencies must take courses of 
action based upon economic studies if this type of research is to influence 
the development of more effective incentives for quality maintenance. 
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Premium prices depend primarily upon consumer recognition of 
superior quality and a willingness to pay the necessary differential. 
Economic research can contribute to the development of more effective 
incentives of this type in three ways: (1) By consumer surveys, (2) by con- 
trolled experiments designed to determine the amount of premium that 
consumers are willing to pay when the opportunity of selection is avail- 
able; and (3) by means of time and cost studies for the determination of 
the additional premium necessary to supply the market with superior 
quality birds. Consumer surveys provide a method of determining con- 
sumer preference by random sampling in residential areas. Controlled 
experiments may be set up to simulate as nearly as possible the alterna- 
tives open to consumers at the retail store meat counter. Controlled ex- 
periments may be used to determine the extent of quality maintenance in 
relation to costs by varying practices and the adoption of new technologi- 
cal aids. The influence of display methods on rate of turnover and the role 
of price policy on quality maintenance are also important factors for in- 
vestigation by this method. 

Time and cost studies involving intensive investigations under con- 
trolled conditions may be employed to provide information for comparing 
methods of handling New York dressed, eviscerated or cut-up chicken 
in order to determine the relationships between quality maintenance, 
marketing costs, and consumer preference. Controlled experiments are 
not always mandatory in time and cost analysis. Under some circum- 
stances, a sample of existing methods of quality maintenance may be 
analyzed in order to determine the amount of premium required by 
marketing agencies to provide superior quality broilers. 

Economic research can also contribute to quality maintenance by point- 
ing up the extent of monetary loss experienced by poultry handlers 
through spoilage and markdowns incident to quality deterioration, to- 
gether with recommended methods and probable costs of avoiding these 
losses. A study of this type in retail stores was initiated by the Maryland 
Experiment Station on July 1, 1951. 

In the course of studying economic losses due to spoilage and mark- 
downs at various stages of distribution, comparative analyses can also 
be made of alternative methods employed in maintaining quality of fresh 
poultry. On the basis of these comparisons, handlers can be informed on 
the nature of available methods, their relative costs, and the degree of 
effectiveness which might be expected. 

Economic research may provide guiding principles for legislative action 
and subsequent development of grading and inspection service programs 
for fresh poultry. Federal poultry grading and inspection services have 
been carried on for more than 20 years. Authority for these services was 
first provided in the so-called Farm Products Inspection Act passed in 
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1917. Since then, the authority for continuing these programs has been 
contained in the annual Department of Agriculture Appropriation Acts. 
Regulations governing the conduct of these services have been revised 
and modified many times during their existence. The latest revision be- 
came effective July 1, 1951. In developing the existing regulations, accord. 
ing to P.M.A. officials, no useful economic studies were available on 
poultry. This appears to be a new and potentially important field for 
economic investigation. A program which involves voluntary acceptance 
of regulations for maintaining quality during marketing cannot possibly 
be successful unless the costs of cooperation are reasonably commensurate 
with anticipated benefits. Apparently no such investigations were made 
prior to the initiation of the present program, and both the industry and 
the regulatory agency will be in need of guidance concerning the eco- 
nomic feasibility of compliance. 


Il. Epwin H. 
Production and Marketing Administration 


HE Chairman is to be commended on the excellent choice of topics 

for this session. They have wide interest and are of concern to the 
poultry industry and those doing research and educational work in this 
field. 

What commodity has greater possibilities of and need for incentives to 
maintain quality than eggs? We have many indications that consumers 
are interested in obtaining good eggs. We have price differences among 
grades, sizes, shell colors, eggs of different trade marks, etc. There is also 
plentiful evidence that many consumers are not satisfied with the quality 
of eggs they have found in the retail stores. Many go out of their way to 
obtain eggs from special sources—even though doing so is frequently less 
convenient and more costly. 


A. Some of the Barriers to Increasing Incentives for Maintaining Egg 
Quality Are: 

1. Nature of the Egg Industry—since it is a small and a minor enterprise 
for many producers, handlers, and retailers, a lack of interest and con- 
cern on the part of many prevails. Also, the seasonal nature of quality 
change and economic incentives complicates the problem. 

2. Lack of reliability of grades due to: 

(a) Quality changes after grading. | 
(b) Many using like or similar grade terminology but different and 
changing standards. 


*“Grade,” unless otherwise indicated, refers to trade grades as well as those based 
on federal or state standards. 
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(c) Subjective limitations of grading uniformly. 
3, Imperfections in standards in reflecting 
(a) Consumers’ likes and dislikes. 
(b) Consumers’ ability to differentiate between grades. 
4, Expense and difficulties of measuring the level of quality and 
changes in quality at various points in the marketing channel. 
5. Lack of facts regarding the economic significance of quality losses 
and costs of reducing losses. 


B. Nature of Research—Brief mention of the nature of some research 
results should stimulate discussion. 


In the Northeast and North Central States extensive studies have 
been completed to measure egg quality levels, quality changes, and 
associated factors in the early stages of marketing. In the Midwest one 
third of the eggs were below A quality when received at country re- 
ceiving points. Eggs purchased on a graded basis were higher in quality 
and contained fewer stains and dirties than eggs purchased on an un- 
graded basis. Nearly 60 percent were purchased ungraded—the proportion 
varying from one fourth in Minnesota to three fourths in Missouri. The 
decline in quality between gradings at country receiving points and © 
central plants was equal to one egg out of eight declining one grade. The 
time between gradings and the temperature of eggs was directly related 
to quality change. In the Northeast, egg quality level was appreciably 
higher, the greatest change occurred between the first and second re- 
ceiver; and certain flock management and holding conditions were found 
associated with quality levels. 

A regional study of retail stores in the Northeast gives some indication 
of the frequency and extent that eggs failed to conform to grades under 
which they were sold. 

Eggs purchased in retail stores in Minneapolis in August, 1947, graded 
23 percent A’s and in April 1948, graded 50 percent A’s. This illustrates 
the seasonal nature of quality change. 

A study in the State of Washington indicated that one third of the eggs 
remained in stores more than five days and one tenth stayed in stores 10 
days or longer. 

A report of work in Texas indicated that in an experiment, “Grade A” 
eggs were displayed alongside “Infertile Fresh” eggs. The latter outsold 
the Grade A two to one even though of less desirable quality. This not 
only indicates that we need to know how consumers differentiate between 
qualities, but also that terminology may be important. 

Considerable work of interest has been reported by technologists. They 
have much to contribute that will be important in the research sugges- 
tions which follow. 
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C. Research Needed—The following types of research will aid in in- 
increasing the incentives to maintain egg quality: 


1. Investigating consumer preferences to determine likes and dis. 
likes, providing factual basis for improving quality standards. 

2. Ascertaining where consumers buy eggs, why, what price they pay 
and what quality eggs they obtain. 

8. Evaluating the efficiency and effectiveness of grading eggs, to 
determine the attributes required in graders, and the conditions and 
methods effective for better and cheaper grading. 

4, Evaluating quality losses in the marketing channel under varying 
conditions to appraise the economic feasibility of making adjustments in 
methods or equipment. 

5. Determining the influence of egg quality level or degree of uni. 
formity in quality level on consumer purchases. 

6. Studying plant layouts and product flow in order to devise more 
convenient or less costly operations affecting product quality. 

7. Evaluating incentive payments to haulers, candlers, and other 
workers, which may offer possibilities of increasing quality from pro- 
ducers, decreasing quality declines, or improving grade reliability. 

8. Evaluating various sampling techniques useful for an egg quality 
control program. 

9. Evaluating the influence of educational and promotional programs. 

In closing, I wish to express my belief that in the last decade great 
progress has been made in improving the quality of eggs available to 
consumers, in improving the reliability of grades and trade marks as an 
indication of egg quality to consumers, and in more equitably reflecting 
quality differences back through the marketing channel to producers. 
However, there remains a fertile field for research toward increasing in- 
centives to maintain egg quality. 


SUMMARY OF DISCUSSION 


The discussion period was devoted almost entirely to questions concerning 
egg grading. It was suggested that there is a basic need for better communica- 
tion between the homemaker and the producer. Is the homemaker interested in 
the level of quality or the uniformity of quality? It was generally agreed that 
both are important, but there was some disagreement as to the relative weights 
which should be accorded each. 

A majority of the group seemed to believe that the homemaker is indifferent 
to quality determination. The question arose, “If this is true, then why grade 
eggs?” The group felt that a homemaker pays more for some eggs than others 
because she uses price as the criterion of quality; that is, she thinks that a 
higher price means a better egg. Limited research indicates that such an idea 
concerning the homemaker vy | be only partially true. Representatives of retail 
organizations indicated that homemakers know something of the qualities 
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of the freshly laid egg but that most do not make extremely fine distinctions in 
quality. The trade Fe indicated that the use of the Grade B term 
does not cause an unfavorable reaction on the part of the homemaker, although 

rice differentials between A and B eggs are important to many homemakers. 
The major existing incentive for maintaining product quality is interest in repeat 
sales. 

It was suggested that the greatest impediment to adoption of federal stand- 
ards has been the tolerance permitted for lower qualities of eggs in higher grade 
packs. Egg handlers using the federal grading service pack the “tolerance” eggs 
rather than assume the tolerance is included in the standards to permit some 
judgment differences among graders or small decreases in quality level during 
the market journey. 

The need to consider both supply of and demand for the various qualities of 
eggs was stressed. 
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TOPIC II: AN EVALUATION OF INTEGRATION IN Typ 
POULTRY MEAT INDUSTRY* 


I. Opening Statement, E. L. Baum 
The State College of Washington 


Introduction 


oe market for poultry meat in the United States has expanded 
rapidly during the last five years. This expansion has been made 
possible by technical innovations of biological and mechanical natures jy 
production, processing and marketing, favorable cost-price relationships 
to poultrymen, and favorable price relationships with competing meats, 

The rapid expansion of this industry has created many economic prob- 
lems, especially for poultrymen, cooperatives, and proprietary poulty 
meat handlers. The important problems considered in this paper are: (1) 
creating and maintaining resource use efficiency in primary meat produc. 
tion and processing, and its movement through distribution channels 
(2) developing and maintaining a standardized product of high quality. 
If these problems are adequately handled, then this dynamic industry 
should exhibit orderly marketing in the sense that (a) poultry meat grow. 
ers will receive satisfactory returns for their products; (b) processors will 
receive returns on their investment that will maintain adequate capital in 
this industry segment; (c) marketers will develop their merchandising pro- 
gram to maintain or encourage a high level of daily sales; and (d) con 
sumers will be able to secure a product that is of a high and invariable 


quality. 


Need for Vertical Integration 


At present, this particular industry is not in a position to achieve the 
defined condition of orderly marketing in many areas because it is rela- 
tively unorganized, i.e., there exists a lack of coordinated effort among the 
segments necessary to insure a proper allocation of productive resources 
in meat production, processing, and distribution. 

This researcher presents the thesis that a high degree of vertical in- 
tegration in the commercial poultry meat industry is necessary if it is 
to achieve orderly marketing as defined, expand, and remain profitable. 
The achievement of stability in the system would result in the elimination 
of market gluts and the “in-and-out” nature of the poultry meat industry. 


® Scientific Paper No. 1050, Washington Agricultural Experiment Stations, Insti 
tute of Agricultural Sciences, The State College of Washington, Pullman. 
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Both the hatcheryman and the poultry meat grower should be integrated 
into a well coordinated production and marketing system. Success will 
depend largely upon the sound foresight and prudent management ex- 
hibited by the processor-wholesaler in his influence on entrepreneurial 
decisions in other segments of the industry. The processor-wholesaler is in 
the best position to determine the supply-demand conditions for this food 
item. It is the responsibility of the poultry meat handler to reflect this 
knowledge back to the hatcheryman and the producer. Also the handler 
should aid the producer by intelligent direction in (a) securing the proper 

owing conditions and (b) determining the most profitable time to mar- 
ket his birds. The first point is important because certain quality attri- 
butes of the finished product can be developed only at the producer level. 
The latter point is relevant because there exists a short-time interval be- 
tween the time meat birds are ready to be marketed (point of maximum 
profit in production) and the time they are in the area of rapidly decreas- 
ing net returns. 

The poultry meat grower usually formulates his production plans in 
the light of his own imperfectly determined estimate of the over-all future 
supply-demand situation with respect to present and future price-cost 
relationships. The poultryman who is faced with narrow profit margins 
needs expert economic and technical aid, so that he may allocate his re- 
sources to meat production in such a manner that maximum returns for 
the enterprise are realized. This may best be achieved through the proper 
functioning of a highly integrated production and distribution system. 

The hatcheryman who is left out of an integrated system is in an 
excellent position to aggravate possible market gluts and foster the con- 
tinuance of a disorderly “in-and-out” condition. A desirable system would 
be one in which the processor-wholesaler (handler) would control the 
hatchery supplying his producers so that the future numbers of. chicks 
hatched would adequately take care of his market needs. 

The high degree of vertical integration may take the form of strong 
cooperative action among producers, or it may be achieved through the 
effort of a proprietary handler. 


Evaluation of Integration 


In a desirable integrated cooperative organization, management would 
have jurisdiction over the grower’s marketing decisions. The association 
would remove the major element of capital rationing faced by the pro- 
ducer by extending adequate credit on feed and chicks. Also, the coopera- 
tive would remove much of the risk and uncertainty of short-run price 
fluctuations confronting the producer by pooling all returns over a three- 
or four-month period. The producer would receive a provisional payment 
at the time the birds are marketed, with the remainder (less credit) ex- 
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tended at the end of the pool period. A pooling arrangement that features 
a monthly moving average price may be considered. If the cooperative 
is able to arrange satisfactory future contractual arrangements with large 
chains or other retailers, it may be wise to omit this function from the 
integrated system. However, if such contractual arrangements cannot be 
secured, it may be necessary to include the retailing function (specialized 
poultry stores) in the integrated system. 

The ideal vertically integrated proprietary firm, like that of the co. 
operative, would include the hatchery function, control over the growth 
and time to market birds on the farm, processing, and moving the birds to 
the consumer. The proprietary handler may maintain title to the birds and 
contract poultrymen to grow the birds. In this case the farmer is guar. 
anteed a minimum return for his services. The handler may raise the birds 
himself and eliminate his dependence upon other poultry meat growers, 

If an integrated organization operated in a perfectly competitive 
market, its maximum profit position would be at the point where 
Cm ix) = = = Ray). Economic surplus accruing to the firm 
would be zero. The case in question is one in which the firm is operating 
in an imperfectly competitive market. If the firm were able to lower its 
average cost curve or raise the market price, it would realize the benefits 
of increasing the level of the net revenue curve. Although the marketing 
organization may have marketed a similar number of birds as under the 
perfect competition model, the net return would be greater under the 
imperfect competition model. The persistence of this condition would be 
due largely to the firm’s influence on price, ability to maintain the greater 
efficiency in resource use, and the restriction of new capital in the industry 
resulting from imperfect knowledge and the relative immobility of capi- 
tal. 

In the case of the cooperative, the farmer probably would receive a 
higher over-all return if a pooling arrangement were operative. In the 
case of the proprietary arrangement, competitive conditions, although im- 
perfect, may force the handler to share his economic surplus with the 
contracted producers. There is a danger that if competition in a given 
area should hecome highly imperfect, there might be a decreased incen- 
tive for securing increased efficiencies in the integrated system. Also, there 
is a danger that the integrated organization might extract monopolistic 
returns from consumers." 

A worth-while criterion of evaluation would be the point of location of 
the firms on the industry average unit cost curve. This would tell us how 
efficiently the marketing firm is operating for a given scale of operations. 


* This condition would exist in a market that is well insulated from outside sources 
of fresh poultry meat—mainly a distance factor. 
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This analysis would point out whether the firms in the industry were at 
or near their equilibrium points, and whether the industry was operating 
at the minimum cost point (the industry economies of scale curve concept 
is used here). 

If the optimum scale of operations is an achieved steady volume which 
exists under an integrated system, and this organization decides to loosen 
its hold on its integration powers resulting in scarcity and glut conditions, 
this particular firm will find its average unit cost rising either to the left 
or right of the optimum average unit cost position. If the marketing or- 
ganization vertically integrates in the expansion process, it may more 
properly choose the necessary physical scale of operations and maintain 
the economies derived therein. This element of efficiency in resource use 
should show up in the net revenue function of the organization. 

The poultry meat grower is able to evaluate the success of a vertically 
integrated system by the nature of his net revenue curve and his 
total net returns. A successful organization should raise the level of the 
growers net revenue curve and should enable the grower to market his 
birds at or near the maximum profit point. An integrated system that in- 
corporates the meat grower should reduce his short-run price uncertainty. 
Also, the restriction resulting from capital rationing should be reduced 
through the extension of credit that will permit the proper amounts and 
combinations of resources to be employed in primary and secondary pro- 
duction at a reasonable cost. 

Another criterion that is applicable to all types of vertically integrated 
organizations is whether a standardized and high quality product has 
been achieved and maintained. The consumer would consider this cri- 
terion in evaluating such a system. Also, it should be determined whether 
the efficiencies derived from vertical integration are passed on to the 
consumer in the form of lower prices or increased services, and to the 
farmer in the form of greater net returns. The degree of competition in 
both sectors will determine how much of the economic advantages are 
passed each way. 

The degree to which a vertically integrated system is successful would 
depend largely upon its ability to control its share of the market. It has 
been implied in other sections of this paper that the integration technique 
lends itself to monopolistic competition conditions. This may be the case 
when numbers of firms are considered. However, we cannot overlook the 
fact that this technique stabilizes the production, processing, and distribu- 
tion functions of the industry. If properly handled, (a) the knowledge of 
the primary and secondary producer and the consumers should be made 
more perfect and (b) all interested groups ought to be made better off 
through a more proper allocation of resources in the industry producing 
a superior product for the consumer. 
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EBSTER'’S unabridged dictionary defines the word “integration” as 
“the process of gaining control over the raw materials, manv. 
facture, and marketing of an industry.” This would clearly refer to both 
horizontal and vertical integration, presumably carried forward simul- 
taneously. The process of gaining control over a larger portion of the 
supply of the raw materials would be horizontal integration, while the 
process of carrying on both the manufacturing and marketing would 
involve vertical integration. 
For our purpose, I shall define horizontal integration as the growth of 
a firm by the process of adding more and more units engaged on a single 
stage of the marketing process. Vertical integration I shall define as gain. 
ing control of successive stages in the handling or marketing operations 
of a product through the market channel, from the point of production to 
that of consumption. Complete vertical integration would thus be 
achieved if one organization held control of a product through the entire 
marketing system from the point of initial sale to the ultimate consumer. 


Orthodox System of Egg Marketing 


Under the unintegrated (orthodox) system of egg marketing (if the 
eggs are consumed at considerable distance from the point of production), 
five agencies are usually involved: (1) the local buyer, (2) the central as- 
sembler, (3) the wholesaler (or wholesale receiver), (4) the jobber, and 
(5) the retailer. Under vertical integration, one of these agencies would 
absorb the functions of one or more of the others. If the process were 
carried to the point where all the functions were absorbed by the one 
agency, then we would have complete vertical integration. In most areas 
we find a condition somewhat between the two extremes. 


Trend Toward Vertical Integration 


In Wisconsin and apparently in neighboring states, there has been a 
distinct trend toward vertical integration. In fact, the national grocery 
chain stores—to mention only one type of organization—are moving 
rapidly in that direction. Local chains are following suit, although the 
more common practice with them seems to be that the local chain ar- 
ranges with a single egg supplier, usually a local country buyer or central 
assembler, to provide them with their needs.’ This supplier buys directly 


1In Wisconsin no local chains of which I have knowledge assemble eggs from 
farms, However, in towns and smaller cities many of them buy directly from farmers 
who deliver their eggs to the store. 
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from producers and performs all the marketing operations up to the 
retail chain. Under this plan only two marketing agencies are involved— 
the egg handler and the retailer. This arrangement is perhaps more com- 
mon where the eggs are consumed within, say, 300 miles of the point of 
production. For greater distances it becomes difficult and costly for the 
country buyer to maintain direct contact with the retail outlets. 

Vertical and horizontal integration are usually carried forward simul- 
taneously. The handlers who move toward vertical integration also ex- 

and horizontally—that is they take on more and more producers—to the 
point where their supply is sufficient to provide their specific market out- 
let. 


Limitations of Horizontal Integration 


There are at least two limitations to horizontal integration at the point 
of production, (1) the psychology of farmers against monopoly—which 
would presumably be an outgrowth of complete horizontal integration, 
and (2) the ease with which new egg handlers can enter an area. 

1, Psychology of Farmers Against Monopoly.—If a handler took on 
more and more producers within an area he would attain complete hori- 
zontal integration when he obtained the total egg supply from that area. 

Let us assume that complete horizontal integration is synonymous with 
complete monopoly of that area. With complete monopoly a handler 
could presumably name (or fix) prices—at least within certain limits. Thus, 
horizontal integration of a local egg handler, who assembled directly from 
farms, would give him two economic advantages: first, by obtaining eggs 
from a large proportion of the egg producers in an area, he would assem- 
ble a large number of eggs per mile traveled, hence his assembling costs 
would be relatively low. Second, to the extent that the strong element of 
monopoly would permit him to fix prices, he could, if he desired, 
gain a price advantage in buying. 

Whether he actually exercised this power or not, some egg producers 
might be suspicious that he was taking advantage of his situation. Most 
farmers seem to have a genuine fear of the monopoly power of a buyer 
of their product, and eggs are not an exception. They prefer to maintain 
a position where they have a choice of handlers to whom they can sell 
their product.’ Thus, if a buyer has even a semblance of monopoly con- 
trol, or producers suspect that he has, it serves as an aid for a new buyer 
to gain entrance into an area. It is only natural, of course, that buyers 


*Many poultrymen, especially those with medium size and small flocks, follow the 
general practice of changing from one buyer to another occasionally. They are of 
the opinion that it provides a check by which they can determine which buyer pays 
the most favorable prices. 
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entering an area will capitalize upon this anti-monopolistic psychology ty 
gain patrons. 

2. Ease With Which a New Handler Can Enter the Field. It is rela. 
tively easy for a new egg handler to start in the egg business at the coun. 
try point. Only a small amount of capital is required to start business as an 
egg assembler. Anyone, whether or not he understands the egg business, 
who can finance the purchase of a “pick-up” truck, buy a few egg cases, 
rent a not-too-well equipped room or building, and have a small amount 
of capital for the purchase of eggs, can start in the egg business.* 

The combined result of the fear of monopoly control on the part of 
farmers, and the ease with which new buyers can enter the area, forces 
the established buyers to increase their volume of purchases by extending 
their operations over a wider area rather than obtaining a larger propor. 
tion of farmer patrons within an area. While this is a method of horizontal 
integration, it does not provide the economic advantage of horizontal 
integration where the expansion is brought about by increasing the vol- 
ume within a given area.‘ 

A study of some 75 egg marketing firms now under way at Wisconsin 
shows that the firms with the large volume obtain it by covering a large 
area, not by picking up eggs from a large proportion of the farmers within 
an area. Their patrons are so scattered that their unit costs of assembling 
are relatively high. We have found no significant correlation between the 
size of company and the profit as a percentage of sales. The medium size 
company seemed to have a slightly higher rate of profit than either the 
large or small ones. This would suggest that there is little or no positive 
relationship between the extent of horizontal integration, with scattered 
routes in an area, and the rate of profit. 

On the contrary, there seems to be a distinct positive relationship be- 


*Those who start business under these conditions are usually not aware of the 
expense of carrying on the business on a longer time basis. At the start they are con- 
cerned mainly in building up volume. In order to do so they are likely to pay pro- 
ducers a higher price than the competitor(s) in the area, and a higher price than 
conditions warrant, even though such a policy may eventually cripple them financially. 

*A new handler coming into an area will have to get his supply from producer 
patrons of established handlers, hence the volume of the established buyers will be re- 
duced. Their costs cannot be reduced proportionally, at least not quickly, consequently 
their unit costs will rise—generally speaking. In my judgment, there is evidence that 
farmers are at a disadvantage because of too many, rather than too few egg buyers in 
most areas of the Midwest. The large number of egg buyers, relatively small in size 
——— in operation, is tending to widen rather than narrow the margin of 

andling. 

Because of the psychology against the dangers of monopoly, there may be a real 
question as to whether any handler, assembling directly from farmers, will be able to 
acquire and hold the bulk of the producers in an area even though it would be to the 
advantage of the producers if he did so. That’ is, he will not be able to bring about 


the amount of horizontal integration which is necessary for highly efficient and low unit 
cost of operation. 
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tween the extent of vertical integration and the amount of return to the 
handler. Those firms which performed all, or nearly all, of the marketing 
operations from producer to consumer had a noticeably higher rate of 
return than those which performed only one operation. It also appears 
that the prices they paid farmers are somewhat higher than the average. 


Economies of Vertical Integration 


Under a vertically integrated system of marketing, eggs are assembled 
from the farm, graded and candled, and packed directly into cartons in 
one operation. Only one grading is made throughout the marketing proc- 
ess—unless eggs are consumed a long distance from the point of produc- 
tion. 

A vertically integrated system permits an arrangement under which the 
marketing process will bring about the elimination of (1) flats and fillers, 
about % cent per dozen eggs, (2) a second grading, amounting to probably 
1% to two cents a dozen, (3) brokerage fees, (4) usually some cartage at 
the wholesale or jobber point in the marketing mechanism, and often 
makes possible the reuse of egg cases. The grading and candling are de- 
signed to satisfy the retail trade. 

With an unintegrated system, especially if the sales are through open 
market operations where official grading is used, the central assembler 
usually grades to meet the official requirements rather than the require- 
ments of the ultimate consumer or of the retail trade. This procedure 
sometimes necessitates a second grading, whereas under a vertically in- 
tegrated system, one grading—for the retail trade—might be sufficient. 

Suppose, for example, a central assembler packed to the official specifi- 
cation of U. S. Grade A Extras; under this designation 20 percent of the 
eggs may be lower than Grade A. Eggs graded to minimum requirement 
of this grade are not likely to satisfy a discriminating consumer trade, 
hence the eggs would have to be regraded by the wholesaler, jobber or 
retailer even though quality were maintained through the market route. 


Implied Assumptions To Be Considered 


In the light of conditions as they appear in Wisconsin and presumably 
elsewhere in the North Central States, I would like to submit the follow- 
ing assumptions for your consideration: 

1. Complete horizontal integration in egg marketing within an area is 
virtually impossible because of the basic psychology of farmers, and the 
ease with which new buyers can enter the field. This forces a competitive 
situation in marketing to the extent of its being wasteful, especially in 
assembling eggs from the farms and handling them at the first point of 
sale. Horizontal integration at the producer level will likely come about 
more slowly than economic conditions would seem to warrant. 
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2. Vertical integration offers much more possibility than does horizontal] 
integration. It is economically desirable and psychologically feasible, and 
should be encouraged by marketing specialists. 

3. The orthodox, vertically unintegrated, system of handling table eggs 
is relatively costly and should be discouraged. Even though horizontal ip. 
tegration will meet with noticeable resistance on the part of producers— 
and perhaps to some extent with dealers—marketing specialists will do 
well to bend their efforts toward finding new ways of encouraging more 
horizontal integration where practicable. The economic advantages of 
vertical integration are so clear-cut that there can be little doubt that it 
should be encouraged wherever possible. 


SUMMARY OF DISCUSSION 


The assumption that farmers’ attitudes toward monopoly generally hindered 
horizontal integration was discussed at some length. There appeared to be 
fairly general agreement in the group that farmers’ reactions against monopoly 
were not particularly pronounced when pertaining to instances of horizontal 
integration in egg and poultry organizations dealing with farmers. It was 
pointed out that limited research studies indicate that general farm flock pro- 
ducers tend to “stick with” one buyer. 

The effect of ease of entry into business appeared to be a more important 
consideration in egg marketing than in poultry processing, because of the higher 
investment costs of poultry processing equipment. 

Among the prerequisites to vertical integration were a good standardization 
program and contractual agreements among buyers and sellers. The contractual 
relationship with the retailer was considered a factor of importance in the suc- 
cessful integration of planned fryer operations. 

Fewer gradings resulting in lower costs appeared to be a positive benefit of 
vertical integration in egg handling. Generally acceptable standards need to be 
employed as one means of es a high degree of vertical integration. Find- 
ing a means or mechanism to supplant the present price system in the event of 
complete integration of the egg industry was discussed. An acceptable solution 
to the problem was not readily apparent. 

The group was urged to evaluate and analyze possible additional costs (such 
as relatively high feed costs) as well as possible savings involved in a high 
degree of integration before making definite scmmuimedlitinns for adoption of 
such arrangements without some qualifications. 
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AN ANALYSIS OF STATUTORY MARKET CONTROL PROGRAMS 
IN THE CALIFORNIA-ARIZONA ORANGE INDUSTRY* 


Rosert L. Cioprius 
University of Wisconsin 


HIS thesis on which I am reporting is certainly not the first report 

on the California orange industry—nor will it be the last. In the 
present context it is a small part of a broad investigation being conducted 
at the University of California on market control. The orange industry is 
one in which market control has been extremely important. 

An earlier study completed by George Mehren in 1942 had analyzed the 
experience of the industry in the period of voluntary market control which 
operated up to 1933. My job, then, was to analyze the experience of the 
industry beginning in 1933 with compulsory, universal market control 
under the force of law. : 

In doing this job, I learned something that has been emphasized by 
speakers in almost every marketing discussion—that is, to answer all the 
questions that arise in practically every marketing problem, the services of 
many disciplines are required. And in this investigation I found myself 
being lawyer, political scientist, political economist, economic theorist, 
and econometrician. To indicate how all this was integrated and the 
results were obtained is the real intent of this short report. 

An analogy may be made here between the analysis of the thesis prob- 
lem and the slicing of an orange. As you know, an infinite number of 
slices may be made in the vertical dimension. A like number of slices may 
be made in the horizontal direction. An infinite number of slices may also 
be made in the numerous oblique directions. There are probably almost 
this many dimensions in the analysis of compulsory market control in the 
orange industry. The choices among them would number at least as 
many as the researchers who might tackle the problem. Fortunately for 
you, and myself, I chose only three dimensions for consideration—legal, 
administrative, and econometric. 


I. Legal 


The reason for selecting the legal dimension is simple. It was through 
the instrumentality of law that these programs were made universal and 
compulsory. Economic variables were affected because of this fact. 

Two conclusions are noteworthy here with reference to the disserta- 
tion. The first is that a compulsory, universal market control program 


* Summary of award-winning Ph.D, thesis, “An Analysis of Statutory Marketing 


Control Programs in the California-Arizona Orange Industry” filed at the University 
of California. 
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under legal authorization is more effective than a voluntary program, in 
enabling the industry as a whole to enhance its returns. The reason for the 
breakdown of the previous voluntary programs was that unaffiliated ship. 
pers benefited disproportionately to those who restricted shipments and 
held the price umbrella. Statutory control requires that the burdens of 
control be borne by all. 

The second is that the effectiveness of economic operations of Cal. 
fornia-Arizona orange growers in attempting to enhance their returns 
through statutory market control was seriously attenuated by legal con. 
siderations. The reason for this lies in the tentative nature of the ear] 
statutes, the subsequent amendments to these statutes, and the doubtful 
validity of some of the control instruments themselves. It was not until 
the basic legislation became thoroughly tested in court cases for its con- 
stitutionality that the programs could be efficiently administered. The 
evidence for this was found at both the state and federal levels of control, 


II. Administrative 


The next way statutory market control was sliced was through the ad. 
ministrative dimension involving the following segments—enforcement, 
equity, and regulation of shipments. The economic significance of this 
dimension is that it is here that the price and returns affecting variables 
are manipulated by the Orange Administrative Committee through the 
Secretary of Agriculture. The services of both economist and political 
scientist are necessary to analyze this slice of the problem. 

Enforcement—One of the administrative problems is that of enforce- 
ment. It is obvious that unregulated shipments could greatly restrict the 
effectiveness of the program. It is less obvious perhaps, except to an econ- 
omist, why shippers seek to violate the regulation if, in fact, it results in 
enhanced returns to the group. The explanation appears to lie in the 
large number of producers and the terrific pressure which they exert on 
shippers. In the jargon of economics, we would say the average revenue 
curve facing the individual is seen to be perfectly elastic. His entire crop 
appears to be such a drop in the bucket relative to the total crop that 
whether he ships or holds can have no influence on price. The individual 
does not appreciate the fact that, while this is true in isolation, the con- 
certed shipments of many producers can and do have an effect on price. 

In general, enforcement has been effective in the federal program. Lack 
of adequate enforcement in the intrastate market control program was 
one of the important reasons for its failure on the state level. 

Equity—Another administrative problem relates to considerations of 
equity. Although in so far as I know, equity does not appear in Boulding, 
or Bowman and Bach, or Stigler, as a legitimate economic concept, 
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nevertheless, it is of strategic importance in analyzing the experience of 
the orange industry with market control. 

Equity is important economically because it means that the industry 
must accept something less than the maximum total returns they might 
receive if equity were not required as a consideration. This is the equiva- 
lent of saying that another constraint has been introduced into the set of 
equations. An attempt is made to maximize total returns subject to the 
first constraint, which is market demand, and the second constraint, which 
is equity. 

The industry has adopted an operational definition of equity. The rule 
is that every producer should have opportunity to ship the same propor- 
tion of his crop as the average proportion shipped by all producers. I shall 
not explain the variety of ways which have been proposed, tried, dis- 
carded, and those currently in use for solving the equity problem. It is 
extremely difficult administratively to give every producer equality of op- 
portunity to ship, when differences exist in areas, varieties, maturities, 
weather hazard, storing qualities on tree, and so on. 

An interesting legal sidelight is presented in these considerations of 
equity which may cause the economist and political scientist to step aside 
for the moment. As desired by the industry, equity involves exemption 
clauses within the over-all regulation so that each producer can ship the 
same percentage of his total crop. This is consistent with federal inter- 
pretation, which holds that if individuals did not receive equal opportu- 
nity to ship, the program would not be equitable. 

However, the State of California considers that a program is equitable 
if it is reasonable and vears a reasonable relationship for effectuating the 
law and the program. Any exemption clause would tend to indicate that, 
at least for some individuals being regulated, the program was not reason- 
able and proper. Therefore, exemption clauses are not allowed in state 
programs. This proved to be an important reason why programs to control 
shipments within the State under state legislation invariably failed, and 
the market was unregulated. 

Regulation of shipments—Actual regulation of shipments by the Ad- 
ministrative Committee is the third phase of administration of the pro- 
gram. Prior to actual regulation, the management side of the Administra- 
tive Committee has made estimates of the total tree crop and its size 
distribution, has determined what shippers have control over parts of 
the crop, has calculated every shipper’s prorate base, has provided for 
exchanging allotments, and has provided for paying expenses and collect- 
Ing assessments. 

Actual regulation begins with a statement of shipping policy at the out- 
set of the shipping season by the Committee. After taking note of 
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total tree crop, monthly utilization, monthly fresh shipments in both inter. 
state and intrastate commerce, and weekly schedule of shipments baseq 
on average percentage of total shipments in each week in the past five 
years, the Committee announces its price objectives and how it hopes to 
achieve them. 

The one method of regulation which has been continuously available tp 
the Committee is control over weekly shipments to the fresh market 
This is the sole outlet and sole time period over which they exercise ay. 
thority. However, shipping more or less in the fresh outlet determines what 
goes to the processed outlet; and rate of flow regulation of weekly 
shipments can result in seasonal limitation. Thus, the Committee’s power 
through the Secretary of Agriculture is quite substantial in affecting 
economic variables. 

It does not appear, however, that the Committee uses this power to 
maximize short run returns to the industry. There are two reasons for this, 
The Committee seems to have learned that following a policy of short 
run maximization can result in a price so high that oranges are priced 
out of the market. This results from the fact that consumers almost always 
have alternative goods on which to spend their incomes. Too high a price 
for oranges may induce them to shift to substitute commodities, perhaps 
for an extended period of time. This is a case of temporal interrelatedness 
of demand. 

Short run maximization is also not possible because of lack of homo. 
geneity of interests within the composition of the Committee reflecting 
industry attitudes. Every decision of the Committee is a result of 
compromise among the dominant shipper, which is a cooperative, a 
much smaller cooperative shipper, and the private shippers. Committee 
representatives tend to be prejudiced toward their own organizations. 
Because of the great diversity among organizations, their interests rarely 
tend to coincide; thus joint maximization is impossible. 

The focal point of interest to the political scientist here is the recon- 
ciliation of interests within the Control Committee. To the economist 
the focal point may well be the conceptual joint maximization which is 
consistent with maximum total returns to the industry through use of 
this monopoly control device. The researcher who attempts to combine 
both of these points of view can hope that he does not fall down into 
the cracks between them. 


III, Econometric 


The third dimension, or slice, of the orange market control problem 
may be termed “econometric.” It involves that kind of exploratory work 
highly desirable and probably necessary before quantitative analysis is 
undertaken in economic problems. 
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This kind of exploration requires the joint efforts of the economic 
theorist, the statistician, and the marketing specialist. The objective, of 
course, is to establish meaningful hypotheses which can be tested. These 
hypotheses should be cast in terms of variables which have some 
a priori validity and can be defined operationally. Conceptually there 
are many categories in which the effects of market control may be 
analyzed, such as price, cost, profit, and even welfare. These may be 
applied to various groups such as producers, marketing middlemen, 
and consumers. However, for statistical analysis, the variables which 
may be used are limited because it must be possible to take measure- 
ments on each variable. 

Another limiting factor from the researcher's point of view is lack of 
an integrated theory, with operational usefulness, of multiple products, 
multiple spatially separated markets, and multiple time periods where 
there are interrelationships among the products, the markets, and time. 
At present we have pieces of such a theory, yet this is the kind of theory 
which is needed for many marketing problems, of which the orange 
industry is an example. 

Statistical considerations limit further what can be done with a 
problem as complex as this. For various reasons it appears that the 
simultaneous equations approach would be preferable to a single equa- 
tion approach in measuring these relations. 

Statistical analysis of the use of market control in the orange industry 
requires data not yet available at the various levels of distribution, pri- 
marily at retail. When available, data will be required for the multiple 
product, which includes California fresh oranges and all competing 
products, such as Florida oranges, apples, bananas, grapefruit, canned 
juices, and frozen juices. Data will also be required on the multiple 
outlet, which includes different uses, different sizes, different grades, 
and different time periods. The multiple area includes California-Arizona 
and Florida-Texas. 

Of the many possible hypotheses which might be examined, certainly 
two should be stated here, for they constitute the basis for the operations 
of the Control Committee. The first is that total returns to the industry 
may be increased by limitation of seasonal shipments in the fresh outlet. 
The second is that there exists a temporal interrelationship among 
weekly demands in the fresh market, so that regulation of weekly ship- 
ments can maintain an optimum level, and/or shape of subsequent 
weekly demands in order to increase returns to the industry. 

When statisticians finally obtain estimates of the structural parameters 
of these demand relationships, economists will be better able to evaluate 
the use of statutory market control for economic gain. 

In conclusion, I wish to repeat that the purpose of this report was to 
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tell the story of how one individual attempted to integrate the Principles 
of several disciplines into an analysis of statutory market control in the 
California-Arizona orange industry. Although my dissertation ended 
with an economic model for the statistician, the analysis of statutory 
market control does not end with the statistician. Finally, as the series of 
analyses of market control. are completed, commodity by commodity, 
there will be that gigantic task of combining them into an analysis of 
general validity with whatever policy implications are involved. Here, 
integrated analysis is vital. 
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FARM TENURE PROCESSES IN SOUTH DAKOTA* 


Max MYErs 
South Dakota State College 


HIS thesis is a progress report on a preliminary investigation. It 

is not a final summary of a job completed. The setting and cir- 
cumstances which caused it to become what it is are described briefly 
in the following paragraphs. 

South Dakota is an agricultural state which sprawls across the Great 
Plains transition from Corn Belt to arid lands. It is characterized by 
rich soils, variable weather, and an extensive, high risk agriculture. The 
State was settled between 1850 and 1920 under federal laws which 
were intended to cover the expanse with 160-acre, family type owner- 
operated farms. The land, the climate, and the economic situation com- 
bined to thwart this purpose. The percentage of tenancy rose for 50 years 
and reached 53 percent in 1940, farm numbers decreased steadily after 
initial settlement, farm sizes increased, and tenure problems multiplied. 

In 1947 the Agricultural Economics staff at South Dakota State College 
decided to initiate more intensive study of farm tenure. Before this, 
there had been studies by the department on landlord-tenant relations 
and on certain general aspects of tenure. 

It was decided to study three problems which were of current interest 
to farm people and the research staff. These were stated in the form of 
objectives: 

A. To gain a better knowledge of processes by which South Dakota 
people acquire and dispose of rights in land. 

B. To determine which means and procedures will best serve farm 
families wishing to transfer their farms within their families. 

C. To estimate the tenure implications of possible shifts from the 
present farming patterns in east-central South Dakota to irrigation 
farming. 

The planning of this project was conducted along the lines of research 
methodology studied at the 1946 Land Tenure Workshop. An effort 
was made to reason through from problem to hypotheses to evidence on 
each of the three major lines to be investigated. A plan of work was 
prepared and a limited amount of pre-testing was accomplished prior 
to intensive field work. 

Information was sought by personal interview or mail questionnaire 
from three samples of people. Sample One included all individuals who 


ew | of award-winning Ph.D. thesis, “Farm Tenure Processes in South 
Dakota” filed at Cornell University. 
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had, or had had, tenure rights in land within selected sample blocks jp 
eight counties scattered over the state. From these, 144 usable detaileq 
tenure history schedules were obtained. Sample Two included any families 
located who had kept land for three or more generations, or had special 
transfer arrangements. Seventeen such families furnished 52 individual 
tenure histories. Sample Three included all members of the South 
Dakota Bar Association. Two hundred twenty-two of the members 
returned information on their experiences with intrafamily transfers 


of land. 


Tenure Processes 


The tenure histories were analyzed by the case grouping method and 
by comparison of case groups. The “agricultural ladder” was taken apart 
for the purposes of this study and treated as two, an occupational ladder 
and a tenure ladder. In addition, modifying factors, such as marital 
status and the family cycle, were introduced. The cases were grouped 
according to the occupational ladders followed through life, and then 
studied for tenure patterns and other characteristics. Principal emphasis 
was placed on study of those cases with 50 or more years of history. 

It was found that, although there were numerous and diverse occupa- 
tional sequences among the respondents, most of the traffic had been 
over the same few routes. About one fourth of the men had gone from 
work on the home farm as unmarried men into farm operatorship and 
matrimony simultaneously, generally as farm owners or part owners. 
Approximately half had in one way or another made the jump from 
parental farm to farm operatorship without having been hired men on 
other farms or nonfarm workers. 

A consistent relationship between occupational ladder and tenure 
ladder did not appear to exist. There was some indication that those 
men who worked on the home farms until they married and then went out 
as farm operators more often started as owners, whereas those who be- 
came farm operators as unmarried, generally younger men, more often 
started as tenants. 

Regardless of the tenure status in which they started farming, the 
great majority of those who stayed in farming as operators became 
owners or part owners and maintained that status. 

Most of the land acquired by the respondents had been obtained from 
nonrelatives. Only nine percent of the total land acquired had come 
from relatives. A similar situation existed with regard to land relinquished 
by respondents. Only about one land owner in 10 had any plans for 
the disposition of his farm to the next generation. 
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Intrafamily Transfers of Farms 


Although intrafamily farm transfers had played a relatively small part 
in the tenure histories of the respondents, there were some indications 
that these arrangements were growing in importance over time; there 
were increasing numbers of requests for information on the subject. 
From the information obtained from all three samples, it was possible 
to evaluate in general terms the various factors which affect family 
arrangements for succession in farming, and the different methods or 
devices commonly used for transfers. 

There seem to be tangible reasons why some farm families desire to 
keep the farm in the family. Of course, there is little reason to make 
the effort to do so unless the farm business is adequate and the family 
includes an heir who is willing and able to take it over. In addition, the 
family should be willing to discuss the problems involved and to arrive 
at a workable arrangement at a time, before the death of the parents, 
when such an heir is ready to enter the business. 

There are several methods of transferring the farm. These include 
procedure under the laws of inheritance, use of a will, use of joint 
tenancy, gifts, and sales. Several legal devices are available for imple- 
mentation of the methods. It seems that existing law and methodology 
are adequate to permit the informed farm owner to work out his wishes 
for transfers. 

No one method or device can be recommended for all cases. Each case 
must be handled on its own merits with regard to family situation, con- 
flicting interests, and with competent legal advice. However, careful 
consideration of alternatives will help individuals facing transfer decisions 
to make more appropriate choices. 


Tenure Implications of Irrigation Development 


A reasonable certainty exists that within the next decade a large-scale 
irrigation project will be developed to utilize Missouri River water on 
lands in east-central South Dakota. It is possible to estimate some of the 
tenure changes which may accompany such irrigation development and 
to consider the implications. 

The proposed irrigation will be superimposed on existing farming and 
tenure patterns. This undoubtedly will create some tenure problems not 
yet encountered on a large scale. Among the probable changes and 
problems will be these: 


1. The difficulties of readjusting the present large ownership units to the 
160-acre maximum under reclamation laws. 

2. The processes necessary to readjust tenure as the physical units are 
converted from rectangular survey to irrigation tracts. 


ed 

ies 

ial 

al 

th 
ers 
ers 

nd 
art 
der 
tal 
) ed 

en 
isis 
pa- 
en 

om 

nd 
ars, 
om 

on 

ose 
out 
De- 
ten 
e 

me 
om 
me 


1052 Max Myers 


3. The addition of water rights, special loan privileges, possible production 
quotas right to the existing bundle of farm tenure rights. 

4. Special problems of fitting various types of public lands into the irriga. 
tion patterns. 

5. The difficulties which some ex-dryland farmers will have in adjusting to 
irrigation practices, causing turnover in personnel and requiring addi- 
tional educational measures. 

6. Changes in type of farming probably requiring changes in rental con. 
tracts and arrangements. 

7. The increasing of labor requirements and the consequent changes in 
labor arrangements and contracts. 


It is possible that such a project will start with a high proportion of 
nominal owners. This matter will depend on policy decisions not yet made 
concerning the development of the project lands. Even if started with all 
owner-operators, the action of economic and social forces probably will 
again increase the proportions of tenants and part owners. 


General Conclusions 


The farm tenure situation in the State seems to be more satisfactory 
in at least one aspect than it has been generally considered to be. The 
evidence would indicate that the farm people have been working rather 
successfully at the task of attaining farm ownership, but have been 
neglecting other tenure matters such as landlord-tenant relationships and 
succession to their farms. 

Tenure processes are complex; we still know too little about them. 
We do consider it unlikely that tenure problems can be solved in any 
easy or simple manner. This thesis includes a chapter on “Unfinished 
Business and Unanswered Questions.” In South Dakota we are con- 
tinuing the study with a somewhat better view of our tenure problems 
obtained by this preliminary investigation. 
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APPLICATION OF ECONOMIC THEORY TO FARM 
MANAGEMENT RESEARCH* 


D. B. 
University of Illinois 


THESIS is a proposition maintained by argument. The thesis de- 
A veloped was that a constant effort should be made to incorporate 
advances in the basic sciences, particularly economics, in the concepts 
and methods prevailing in such applied sciences as farm management. 
The argument was triple-barrelled. The first was a description of the 
historical development of farm management. The second was a review 
of the contributions of economic theories, especially dynamic economics. 
The third was a field survey designed to explore some empirical prob- 
lems in the application of dynamic economics in farm management. Each 
of these subdivisions was used to suggest how progress depends on 
cooperation with other workers, particularly the economists, in the case 
of farm management. 


Historical Development of Farm Management 


The development of farm management in the past has depended on 
the combined efforts of agriculturists, economists, and statisticians; and 
each has enjoyed his heyday as a separate contributor. But now, the 
need is to combine techniques of the three specialists into a single 
approach to farm management. Other features of the development of 
farm management in this country have been the effect of such unique 
factors as the Land-Grant College System; the Smith-Lever Act, leading 
to the emphasis on extension work; the Purnell and other acts providing 
funds for research on a cooperative basis between federal and state 
agencies; the era of cost-of-production which later matured into the 
parity-concept era; the AAA and adjustment programs; and the land 
settlement policy which has resulted in so much private ownership of 
the farmlands of America. The progress in this country reflects both 
the trend of historic events and the gradual accumulation of knowledge, 
so that research workers have been able to expand their interests as 
time moved on. After the establishment of the uses and limitations of the 
cost-route, survey, and farm-account-book methods of research, atten- 
tion shifted as new problems arose. The focus of interest moved from 
budgeting and outlook to types of farming and interregional competi- 


*Summary of award-winning Ph.D. thesis, “The Application of the Economic 
Theory of the Firm to Farm Management Research with Particular Reference to 
Recent Advances in Dynamic Economics,” filed at the University of Illinois. 
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tion; from adjustment programs to the economics of soil conservation; 
from input-output analysis to production functions; from methodolo 
to emphasis on the role of the hypothesis, and more recently the im. 
portance of dynamic economics." 


Dynamic Economics in Farm Management 


In the thesis under review, the definition of dynamic economics 
originally suggested by Hicks in his Value and Capital was adopted. 
Dynamic economics is concerned with that part of economics where 
every quantity must be dated. Lately, this definition has been refined, and 
it has been suggested that Hicks’ dynamics involves only a question of 
“comparative statics.” Since progress occurs by little steps, however, even 
taking limited account of the importance of expectations and attitudes 
toward risks would add a great deal of realism to the analysis of the 
position of individual farmers. It was decided, therefore, to settle for 
this more limited goal, and to leave to the future, and to the mathema- 
ticians, some of the more subtle implications of dynamic economics in 
farm management. 

Why, then, is it so important to apply dynamic economics to analyses 
of farm management data? The answer is a simple one, and one which 
cannot be denied. The attitude of the farmer toward risk situations, and 
his judgment of them, are both important factors influencing not only 
the type of farming adopted, but also the production methods used and 
the willingness of the farmer to approach the intensive margin envisaged 
in static economic analyses. The effects of these attitudes toward u- 
certainty are present, but not analyzed, in many data which purport to 
describe the effects of different factors on the level of farm income. 


Reasons for Neglect of Dynamic Economics in the Past 


Why, then, has the importance of this subject been ignored in the 
past? For this neglect, there appear to be four reasons. The first relates 
to priorities. The incorporation of the effects of uncertainty is a refinement 
of principles established by analyses of groups of farms. Principles them- 
selves have taken priority over their modifications which are necessary 
to adapt them to the specific problems of the individual farmer. Secondly, 
until, say, 15 years ago, there was no economic theory adequate to form a 
starting point for analysis of the effects of uncertainty on production 
plans of the individual farms. The third reason was the prevalence of the 
attitude that since the future was unknown, all that should be done was 


*A more detailed history of the last 50 years of farm management research, 
teaching, and extension in the United States, which it is expected will appear in 
book form, has been prepared by the author in collaboration with Professor 
H. C. M. Case. 
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to advise farmers of the outlook and then leave them to decide for 
themselves what to do about it. A fourth reason was that in the past it 
has been assumed that the incidence of risk was random in nature. When 
comparisons of groups of farmers were made, it was assumed that the 
attitude of farmers toward risk influenced all groups equally. Hence, 
uncertainty could be ignored when comparisons of the groups of farmers 
were made. 

Let me emphasize that it is not suggested that the importance of risks 
was not previously realized. The earliest writings in farm management 
in the United States refer to this problem. But it was regarded as being 
something like the weather. While a lot of people may have talked 
about it, no one did anything about it. 


Review of Reasons for Neglect in the Light of the Present Situation 


Each of the four reasons for the neglect of the question is now an 
anachronism. The time has come to refine analyses so that the added 
influence of uncertainty can be placed in proper perspective with the 
other factors influencing differences in incomes between farms. 

Take the first reason, that consideration of uncertainty involved a 
refinement of principles and that the principles were needed more 
urgently. This was true in the past, but principles of this type are no 
longer adequate. It is not enough to leave the analysis incomplete by 
ignoring uncertainty, either in the original analysis used to establish the 
principles, or in the special application of the results to any one individual 
farm. It should be possible to develop some generalizations relating to 
the effects of size of farm, tenure, inheritance experience, age, and 
education, upon the willingness and ability of farmers to run risks. In 
the past, the effect of uncertainty as a factor influencing the differences 
between farms has been ignored in research work. The extension worker 
has been left to his own devices to modify the general recommendations 
to fit the problems and preferences of each individual farmer, as he 
sees him. 

The second and third reasons for the neglect of dynamic economics 
were based on the attitude that little should or could be done about the 
unknowable future. Variety is the spice of life; the management function 
and much of the interest in living would largely disappear in the 
absence of uncertainty regarding the future. But since uncertainty exists, 
its different incidence on each farmer needs to be considered in determin- 
ing his efficiency, or in recommending that he adopt a particular method 
of production. Here the economists come into their own, for they have 
shown that ignorance of the outcome of a particular event is not in itself 
enough to destroy all chance of analysis, or to prevent the interpretation 
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of the different responses of producers to situations of this type. The 
simplest illustration of this kind relates to the translation of the expected 
prices used in dynamic economic analysis into a “certainty equivalent” 
which enables one to apply static economic principles. Expectations of 
producers must be incorporated in a dynamic analysis, and an attempt 
may be made to express price expectations of each producer in a form 
equivalent to the single price used in static analysis. Thus, if a pro- 
ducer expects that there are two chances in 10 of a price of, say, 80 
cents, two in 10 of a price of 90 cents, four in 10 of a price of $1.00, and 
so forth, a “certainty equivalent” can be estimated. This is done by 
forming a mean of these different price expectations by weightin 
according to the likelihood of price at each level. Thus, the 80 cents would 
be weighted by two, the 90 cents by two, the $1.00 by four, and so on. 
The catch is that it is difficult to get farmers to express expectations in 
this way; and if they did, they would probably not make the total 
chances add up to 10. . . which confuses things, to say the least. This 
is one example of the need for empirical data to develop the work of 
the economists in evolving a theory of dynamic economics. 

The fourth reason for the earlier omission of dynamic economics in 
the interpretation of farm management data has been the implicit 
assumption that the incidence of uncertainty is random, and that it can 
therefore be ignored in analyses of farm data when comparisons of 
groups of farms are made. A grouping of farms may be established on the 
basis of tenure, or size of farm, or according to whether or not a farmer 
adopted a particular practice. Then if any difference in net returns, for 
example, between the groups is observed, it is often attributed to the 
recorded difference between the groups, which was whether the farmer 
“did” or “did not.” But it may well be that whether the farmer “did” or 
“did not” is itself determined by, or associated with, his reactions to 
(his estimates of) the risks which are implied in the adoption of the 
practice. Unless some account is taken of this influence, the extension 
worker may receive a very poor reception when he recommends to those 
who “did not” that they should adopt the practice. 

This, then, is a thumbnail sketch of the background. What can 
empirical research do to develop and apply these ideas to practical farm 
management problems? 


The Need for Empirical Data 


The great need is for more data relating to the ways in which farmers 
arrive at their expectations and to the ways in which these expectations 
influence their plans. In the survey included in this thesis? farmers did 


*D. B. Williams, “Price Expectations and Reactions to Uncertainty by Farmers 
in Illinois,” this Journal, Volume XXXIII, No. 1, February 1951. 
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not express clear-cut single-value price expectations. They preferred to 
indicate a range of possiblé prices; in 25 percent of the cases the single 
value expressed was at one extreme or the other of the range of possible 
prices stated by the farmer. Twenty-four of the 161 farmers would not 
express a single most probable price at all, but would indicate only an 
expected range. A vital problem in this regard is: how do farmers add 
together the different possible results so as to compare alternative pro- 
duction plans, each of which has uncertain outcomes? 

Another problem is the measurement of attitudes toward uncertainty 
situations. The method used was to pose a series of questions, presenting 
a choice between a sure result and a chance result, with a chance return 
of 50 percent above or below the sure result. Thus the farmer could, 
at one stage of the interview, choose between (1) a sure $1,000; and (2) 
an equal chance of $1,500 or $500, depending upon the toss of a coin. 
The farmers were then classified according to their choice of the sure 
or chance alternative, and an attempt was made to show that associations 
existed between their answers to the questions and such factors as 
tenure, capital supplies available, age, education, and other character- 
istics. The purpose of this analysis was to establish that the assumption 
of random incidence of uncertainty is invalid, and that farmers express 
different attitudes or preferences in accordance with other observable 
characteristics . . . particularly the farmer’s education, age, and the year 
he started farming. Some problems of technique were involved, espe- 
cially with regard to levels of significance under the chi square test. 
If a higher level than five percent significance is acceptable, then there 
appears also to be some association with capital invested, inheritance 
experience, and the level of price optimism displayed by the farmer.* 

In conclusion, the discussion has outlined the importance of economic 
theories in farm management, using an historical review to show their 
importance in the past, and the example of dynamic economics to suggest 
their importance in the future. These ideas may suggest a new emphasis 
in farm management research to take more account of the problems and 
attitudes of individual farmers. 


*For details of these results see Ibid., especially pages 30-35. 
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MINUTES OF THE MEETING OF THE EXECUTIVE 
COMMITTEE, AMERICAN FARM ECONOMIC ASSOCIA. 
TION, GUELPH, ONTARIO, CANADA, JULY 25, 1951 


The meeting was called to order by President F. F. Hill at 8:45 a.m. Others 
present were Past-President O. V. Wells, Vice-President Ray G. Bressler, Jr, 
President-Elect George H. Aull, H. K. Leckie (representing H. Van Vliet, 
President of C.A.E.S.), C. W. Vrooman (representing R. T. Burdick, President 
of W.F.E.A.), Editor Walter W. Wilcox, and Secretary-Treasurer L. H. Simer|, 

L. H. Simerl, as Chairman of the Investment Committee, which also includes 
Asher Hobson and L. J. Norton, reported the actions of that committee durin 
the year. George Aull made and O. V. Wells seconded, a motion approving the 
actions of the committees. The motion was adopted. 

R. G. Bressler made, and O. V. Wells seconded, a motion to authorize Hill, 
Wilcox, and Leckie to work out arrangements for printing the proceedings of the 
current joint meeting of C.A.E.S. and the A.F.E.A. The motion was approved. 

The committee discussed ways and means of improving the Special Awards 
program by providing greater recognition of winners at the annual meeting, 
It seems desirable to move the schedule ahead so that awards can be de- 
termined earlier. Walter Wilcox suggested, and a motion was made and 
seconded, to present awards at the banquet. The motion was approved. 

W. Wilcox suggested and a motion was made and seconded recommending 
that the incoming President appoint a committee to review and compare adver- 
tising rates in the Journal with a view to revising them. Approved. 

There being no more business to come before the committee, the meeting 
adjourned. 

L. H. SmMERL, Secretary-Treasurer 
(Approved July 26, 1951) 
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MINUTES OF THE ANNUAL BUSINESS MEETING, 
JULY 26, 1951 


President F. F. Hill called the meeting to order at 3:30 p.m. and presented 
his report for the year. 

The President called for and received in succession reports from the Election 
Tellers, the Secretary-Treasurer, and the Auditors. These reports are appended 
to and form a part of these proceedings. 

The reports of the Secretary-Treasurer and the Auditors were accepted and 
approved. 

.* the request of the President, Herman Southworth told of the progress 
being made on the book of readings in agricultural marketing which is to be 
published by the Association. 

Ray G. Bressler, Jr., presented the following resolution and moved its 
adoption: 

‘For the past three days we have been enjoying the hospitality of the Canadian 
Agricultural Economics Society and of the Ontario Agricultural College. We 
need not dwell at length on the excellent facilities, the smooth and efficient 
arrangements, the picnic and pipers, and the strong feeling of sincere friend- 
liness. We are all glad to be here, and we heartily approve of this joint meeting 
of our two associations. We want to express our gratitude for these many favors, 
and to that end we express our sincere thanks to the staff and administration of 
the Ontario Agricultural College, to the Canadian Agricultural Economics So- 
ciety, and especially to the committees that have made our visit so enjoyable. 

“We direct that this expression of thanks be spread on the minutes of this 
meeting, that our Secretary transmit the sense of this motion to the College and 
the Society, and that it be carried directly to our friends at the banquet this 
evening. 

The motion was seconded, and the resolution adopted by a unanimous vote. 

O. V. Wells moved that the Association express its appreciation to the Heads 
of Departments at the University of Wisconsin and the University of Illinois 
for permitting members of their staffs to serve as Editor of the JouRNAL OF 
Farm Economics and Secretary-Treasurer, respectively. The motion was 
seconded and carried. 

E. L. Butz made, and C. L. Stewart seconded, a motion that the Associa- 
tion establish a custom of having a presidential address as a feature of the 
program of the annual meeting. The motion was discussed freely, especially 
by Past-Presidents. Consensus was that the proposal had much merit, but 
many felt that the President had enough responsibilities in preparing the pro- 
gram. Some thought that such an address might better be given by the Presi- 
dent-Elect. The motion was lost. 

Harry Trelogan moved that the membership recommend to the incoming offi- 
cers the installation of a modern system of membership and business records. 
The motion was seconded and approved. 

President-Elect George Aull announced that the next annual meeting would 
be held at the University of Illinois, Urbana, Illinois, August 28-30, 1952. 

The meeting was adjourned. 
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REPORT OF THE PRESIDENT 


There have been a number of developments of interest in the Association 
during the past year. We were all shocked and saddened last fall to learn of the 
untimely death of Warren Waite, our Past-President. In his quiet, unobstrusiye 
but highly effective _ Warren contributed much to agricultural economic 
as teacher, research-worker, and author; and to this Association, as Editor of the 
Journal and during his last year as President. We are all the poorer for his 

assing. 
During the year, work was started on a book of Readings on Agriculturgl 
Marketing. Despite his heavy schedule, we were able to get F. V. Waugh to 
serve as Editor with an advisory committee consisting of the following persons: 


L. A. Bevan W. H. Nicholls 

J. D. Black Harold Rowe 

M. E. Brunk G. S. Shepherd 
Sidney Hoos H. M. Southworth 
J. G. Knapp F. J. Welch 


Work was started early this year and real progress has been made. I am goin 
to ask Herman Southworth to give a progress report on this undertaking a little 
later on. I have no doubt that this volume will fill a real need and be as great a 
financial success as the book of Readings on Agricultural Policy edited by Oscar 
Jesness and associates. As of June 30, 1951, 2,743 copies of the latter book had 
been sold. This was sufficient to cover the costs of the first edition and retum 
a profit to the Association. 

One of the highly successful ventures of the year was the membership cam- 
paign directed by Vice-President Shepherd, who was assisted by one or more 
persons in every state and the District of Columbia. As a result of this campaign, 
the number of members and subscribers increased from 1,984 as of June 30, 
1950 to 2,255 as of June 30, 1951, a gain of 271. This increase of 271 members 
and subscribers during the past year compares with a decrease of 51 during the 
seven months ending June 30, 1950-the latest preceding period for which 
comparable figures are available. 

The current marginal cost of printing the Journal under the new contract 
and format is estimated by the Editor to be between $1.60 and $1.75 per 
member. Using a figure of $1.75, and an average membership and subscription 
fee of, say, $4.50, leaves $2.75 from each new membership to help pay other 
operating expenses. In view of rising costs, it is of the greatest importance that 
we make a continuing effort to maintain a membership well in excess of 2,000. 
I should like to see the Association set as a minimum goal the attainment of a 
membership sufficiently large so that in most years, at least, we can pay current 
operating expenses from member and subscription income, without having to 
rely on dividends and interest from investments to balance our budget. During 
the fiscal year just closed we were about $100 short of meeting this goal on a 
cash basis; on an accrual basis we were no doubt several hundred dollars short, 
although exact figures on an accrual basis are not available. Quite aside from the 
question of income, I should like to see the Association maintain a large mem- 


coe from the point of view of getting the Journal in the hands of the largest 
possible number of people. 


Early this year, the Editor was authorized by the Executive Committee to 
make changes in the format of the Journal, in consultation with the printers, 
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which served to hold down what would otherwise have been a 10 to 11 percent 
increase in printing costs. This was done in such a way that, from my point of 
view at least, the Journal is still an attractive and readable publication. 

The Secretary-Treasurer has striven to hold down other operating costs in 
every possible way. We should not overlook the fact that the University of 
Illinois has made another substantial contribution to the Association—this is the 
fifth-in the form of various free services provided the Secretary-Treasurer, not 
to mention the time which he has devoted to Association affairs. 

Looking ahead, we exercised the authority granted by the membership at the 
annual meeting held at Laramie, Wyoming, in 1949, and charged a $2.00 
registration fee for the present annual meeting. I hope this will be sufficient to 
take care of all expenses in connection with the present annual meeting, with 
perhaps something left over. 

I am glad to report that our operating statement for the year ending June 
30, 1951 shows a net pe. including income from investments, of approximately 
$2,000. However, as the Secretary-Treasurer will point out in his financial report, 
a number of adjustments in this figure are necessary to obtain a true picture 
of financial progress during the year. First, we were in the process of convert- 
ing membership periods from years beginning April 1, July 1, October 1, and 
January 1 to a uniform calendar-year basis. In the process, some members paid 
for as many as 15 to 18 months ahead. Since our books are kept on a cash 
basis, the full amount of these payments was credited directly to income, which 
means that in these cases we collected dues for a year and a Peng or a year 
and a half, whereas we incurred offsetting publication and other expenses for 
only 12 months. The membership campaign to which I previously referred 
created a similar situation. In this case, our statement reflects the collection 
of membership dues for a full “ee but does not reflect a full year of offsetting 
expenses. Nevertheless, after allowing for adjustments of the kind just described, 
our operating condition improved substantially during the year. 

To turn to other matters, E. C. Young consented to serve as Chairman of our 
Awards Committee for a second year, and Harry Wellman, L. J. Norton, Harry 
Trelogan, T. K. Cowden, and Herman Southworth served a second year as 
members. The new members on this important committee are W. G. Murray, 
0. C. Stein, Earl Heady, H. G. Hamilton and K. H. Parsons. Service on this 
committee involves real work, and lots of it, and I am deeply grateful to its 
members, especially the six men who served for two years in order to establish 
continuity and place the procedures followed on a firm basis. 

Last year, President Waite reported that Joseph Ackerman had done an 
excellent job in working with the student chapters of the Association, but that 
there were still unsolved problems in this area. One of the difficult problems, 
of course, is that of ievdasinn continuity in handling these matters. Our ap- 
proach to this problem during the past year was simply to convince Mr. Acker- 
man that he should continue to work with the student chapters during 1950-51. 
Needless to say, he did a good job again this year, but we have not arrived at 
a satisfactory solution to the basic long-term problem of how to organize this 
activity so that it will function smoothly and effectively on a national basis, year 
after year. This job I pass on to the new President. 

We have made, or are in the process of making, the usual arrangements for 
joint meetings with the American Economics Association and the American 
Statistical Association. 

In closing, I want to express my sincere appreciation of the cooperation I 
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have received from other officers of the Association and from the membershj 
I have no way of knowing exactly how many persons participated in r 
membership campaign. Certainly, it was a substantial number and many of 
them put in a great deal of time and energy on the job, especially Vice-Pregj. 
dent Shepherd, who organized and directed the drive. 

After completing the job of editing the Proceedings of the 1951 annual meet. 
ing and the November issue of the Journal, Walter Wilcox retires as Editor after 
three years of service. Needless to say, the Association is greatly in his debt for 
the excellent job he has done. We have been fortunate in obtaining the services 
of Lawrence W. Witt, of Michigan State College, as his successor. 

The Secretary-Treasurer of an organization such as this inevitably carries 
a large part of the load. Not only is he responsible for his own work as Secretary- 
Treasurer, but, during the past year at least, he has had to spend time trying 
to keep the President straight concerning —— policies and procedures, 
L. H. Simerl, our present Secretary-Treasurer, who has worked tirelessly at the 
job, is retiring from office after three years of service. Don Paarlberg of Purdue 
has consented to succeed him. 

Fred Waugh and his committee, Ernest Young and his committee, Joseph 
Ackerman and other members of the American Association also have made out- 
standing contributions. Professor High, of Ontario Agricultural College, and 
his committee handled all matters pertaining to local arrangements, and Mr. 
E. P. Reid of Ottawa and his committee, all publicity matters. The Program 
Committee of the Canadian Society, of which Professor G. L. Burton, of Mac- 
donald College, was Chairman, cooperated whole-heartedly in developing the 
joint program. 

To these persons and to all others who have worked on the affairs of the 
Association during the past year, I want to express my sincere thanks. 

F. F. President 


200 Bay Street 
Toronto 1, Canada 


August 21, 1951 
Dr. G. H. Aull, President, 


American Farm Economic Association, 
Clemson Agricultural College, 
Clemson, South Carolina, U.S.A. 


Dear Dr. AULL: 


We sincerely hope that the large number of members of the American Farm 
Economic Association who were able to make the trip to Guelph enjoyed the 
meetings and their visit to Canada. 

I am pleased to advise you of the following resolution which was approved 
at the annual meeting of the Canadian Agricultural Economics Society: 


“Resolved, That the Society is very appreciative of the opportunity of meeting 
jointly with the American Farm Economic Association, and is pleased to have been 
able to arrange for the American Farm Economic Association to hold this annual 
meeting in Canada. The Society also appreciates the wholehearted co-operation 
of the American Farm Economic Association in planning all aspects of the program.” 


Yours sincerely, 
“ H. K. Leckie, President 
Canadian Agricultural Economics Society 
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REPORT OF THE ELECTION TELLERS 


We, the Committee of Election Tellers appointed by the President, F. F. Hill, 
have examined and counted the ballots returned by Association members to the 
Secretary-Treasurer and turned over by him to us. A total of 879 ballots was 
returned. The following persons were elected for the coming year: 


Secretary-Treasurer Don Paarlberg 


Respectfully submitted, 
FLoyp HEDLUND 
C. D. KEAaRL 
E. H. WEICKING 
Grorce W. Westcott, Chairman 
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Last year I suggested that we might get our long awaited membership cam- 
paign under way by appointing a 100-man committee. President Hill adopted 
the idea in principle, and made First Vice-President Goeffrey Shepherd chair- 
man. Serving with him were the heads of the departments of agricultural eco- 
nomics in our colleges and universities and the principals of numerous govern- 
ment agencies. 

The membership campaign was highly successful. Net membership was in- 
creased by 247, as compared with a net membership loss of 51 for the previous 

ear. 

A tabular summary of changes in numbers of members and subscribers 
follows. 


NUMBER OF MEMBERS AND SUBSCRIBERS, JUNE 30, 1950, AND JUNE 30, 1951 


June 30, June 30, Net 

950 1951 change 

Regular members 1,279 1,515 +236 
Junior members 160 149 —l1 
United States libraries and firms 313 307 —6 
Foreign libraries and firms 220 272 +52 
Exchanges 12 12 0 
Total 1,984 2,255 271 


I should like to call the attention of members to the subscriptions for libraries 
and corporations in foreign countries. In addition to these, we have 180 indi- 
vidual members outside the U.S.A. and Canada. Altogether, the JouRNAL OF 
Farm Economics is now regularly read in more than 60 countries. Thus, results 
of research published in the Journal are literally carried around the world. 

The increase in members and subscribers is reflected in the financial reports 
for the year. The income and expenditures during the year and the financial 
condition at the end of the year are shown in the following statement. 


a 
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INCOME AND EXPENSE STATEMENT 
Jury 1, 1950, To June 30, 1951 


Operating income 


Dues and subscriptions ...........--+2+eeeeeeeeeeee $11,414.64 
Annual meeting 538.20 
Operating expenses 
Journal printing 11,452.38 
222.98 14,335.33 
FINANCIAL STATEMENT 
June 30,1951 
Assets 
United States Government securities .................. 88,984.00 $73,316.28 
Liability to special grants fund 13,475.96 
ADJUSTMENTS IN NET WorTH 
Appreciation of stocks 992.40 
$ 3,091.94 
Less interest credited to special fund ................. 133.42 2,958.52 
$59,840.32 


A word of comment concerning the financial report should be made. Pay- 
ments from the new members and subscribers are shown as income for the year 
ending June 30, 1951, but they have not as yet been given a full year of service. 
Furthermore, during the year some members paid for more than 12 months in 
response to our efforts to adjust all memberships to a calendar year basis. These 
payments made our income unusually large in relation to our expenses. 

Looking ahead, it appears likely that printing costs will be somewhat greater 
in the coming year than they were in the year just ended. This, together with 
the prospect of reduced income, suggests that the next financial report may be 
considerably less favorable than the report for June 30, 1951. 


L. H. Sm™eERL, Secretary-Treasurer 
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REPORT OF THE AUDITORS 


At the request of the President of the American Farm Economic Associa- 
tion, we have examined the accounts of the Secretary-Treasurer, L. H. Simerl, 
for the period, July 1, 1950 through June 30, 1951. 

We have checked all disbursements against canceled checks and the totals 
of each deposit slip against bank statements; income and expense items have 
been traced to their individual accounts, and the total of each account has been 
verified. We also checked the Treasurer’s report of income and expenses and 
the financial statement for the period indicated, and have found that they 
reflect with accuracy his records of the transactions and the financial position 
of the association. 

We made an examination of the securities belonging to the Association July 
14, 1951. Everything was found to be in order in the bank box. 

Suggestions for the future are two: 

1. That a special record book of bonds and stocks be instituted, listing each 
by issue and number, showing dates of purchase and sale, with consideration 
and cost of acquisition or disposal, with dates within the year of maturity of 
coupons on bonds, and amounts of interest and of dividends paid. For the in- 
vestments representing the special awards corpus, a similar detailed record is 
suggested. 

2. That, having brought the changeover to the new fiscal year into effect, 
the practice be reinstituted in the future of showing with each year’s report a 
comparative series of figures for the preceding fiscal . 

Respectfully submitted, 
M. L. MOsHER 
C. L. STEWART 


MINUTES OF THE EXECUTIVE COMMITTEE MEETING, 
AMERICAN FARM ECONOMIC: ASSOCIATION, 
JULY 26, 1951 


President George Aull called the meeting to order immediately following the 
annual business meeting. Those present were: George Aull, F. F. Hill, H. B. 
James, Don Paarlberg, L. H. Simerl, C. W. Vrooman, H. R. Wellman, Walter 
Wilcox, L. W. Witt and H. C. M. Case. 

The minutes of the previous executive meeting were read and approved. 

F. F. Hill was appointed Chairman of the nominating committee for next 
year. The necessity of appointing an auditing committee for next year was 
called to the President’s attention. The President indicated that he would re- 
quest E. L. Butz and someone else to serve in that capacity. 

A motion was made and seconded to authorize the Secretary-Treasurer to 
purchase needed office equipment to an amount not exceeding $1,000. The 
motion was carried. 

Lawrence W. Witt was appointed Editor for the calendar year 1952. He 
and his editorial council were instructed to select the best Journal article. 

President Aull agreed to carry forward the work on a book of readings in 
agricultural marketing for Blakiston and Company. 

Mention was made of a suggestion by Roy Gillette that a committee be ap- 
pointed to work up statistics on farm employment. A motion was made that 
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the President appoint a committee to work on the project. The motion was 
seconded and passed. 

H. B. James was appointed to work on membership; it was agreed that mem. 
bership work should be in the nature of follow-up work for last year’s efor 
rather than a new drive. 

L. H. Simerl submitted a budget for the 1951-52 year, compared with 
actual expenditures of 1950-51. It was amended to read as follows: 


BuDGET 


AMERICAN FARM ECONOMIC ASSOCIATION 
Jury 1, 1951 To June 30, 1952 


Actual Estimated 

Operating income 1950-51 1951-52 

Dues and subscriptions ......... $11,414.64 $ 9,850.00 

542.08 500.00 

Annual meeting ..... 538.20 500.00 

Operating expenses 

Journal printing .............. 11,452.38 12,500.00 

Postage and wires ............ 375.81 375.00 

Annual meetings ............. 613.83 600.00 

Editorial expense ............. 742.00 750.00 

Dividends and interest .......... 2,170.22 2,200.00 


Net gain $ 2,073.79 Net loss $ 1,950.00 


ESTIMATED INCOME FROM DUES AND SUBSCRIPTIONS 


Dues 
1,100 at 5.00 $5,500.00 
Subscriptions 
400 at 4.50 1,800.00 
Total $9,850.00 


It was moved and seconded to adopt the budget as a guide rather than asa 
rigid document. The motion was carried. 

The matter of the apportionment of the $2 registration fee at the Conference 
was brought up. It was reported by Past-President Hill that certain expenses 
were to be taken from this fee, and it was anticipated that the remainder, if any, 
would be apportioned between the American Farm Economic Association and 
the Canadian Agricultural Economics Society on the basis of registrations. 

The Secretary-Treasurer was advised to write off office supplies as an 
pense, not to show them as an asset. 
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-The advice of C. L. Stewart, auditor of the Secretary-Treasurer’s accounts, 
was called to the attention of the new Secretary-Treasurer. Stewart recom- 
mended that more complete records be kept of investments and that financial 
reports be prepared so as to be comparable with preceding years. 

It was suggested that the Editor consider publishing a list of Ph.D. thesis 
topics, these to be considered on a calendar year basis. 

‘A discussion developed regarding the number of pages to be printed in the 
Journal from the roceedings. It was emphasized that the length of the talks 
and reviews had been specified by the President, and that the editor was 
authorized to cut them to the prescribed limit. 

Seven hundred Journal pages in addition to the proceedings for the new 

ear was recommended to the new editor as a desirable mark at which to shoot. 

A discussion arose relative to increasing the dues from $5 to some higher 
figure. It was agreed to leave the dues at $5. 

George Aull instructed L. W. Witt to review the rates for advertising in the 
ournal. 

' A motion was made to instruct Don Paarlberg to provide a bond for himself 
to the sum of $25,000. The motion was seconded and carried. 

Don Paarlberg was requested to arrange for the securities of the Association 
to be held in a safe deposit box, to be opened only by himself and Earl Butz 
jointly. 
ceeage Aull agreed to appoint an investments committee. The secretary- 
treasurer is to be a member of this committee and is to make no transfer of 
securities without consulting the committee. 

In order to furnish transfer officers of corporations with the necessary 
evidence that the secretary-treasurer is authorized to transfer securities in the 
name of the Association, the following resolution was adopted: 

“Resolved, That the Secretary-Treasurer (Don Paarlberg of West Lafayette, 
Indiana) be and is hereby authorized and empowered, for, and in the name 
and on behalf of this Association to take any and all such steps, and to do any 
and all such things, as may be necessary, required, and appropriate for, or in 
connection with, the purchase, acquisition, acceptance, handling, pledging, sale, 
or other disposition of stocks, bonds, and other securities belonging to the 
Association or pertaining to its business, including the execution, and delivery 
for and in the name and on behalf of the Association, of any and all endorse- 
ments, transfer and assignments of certificates of stocks, bonds, or other 
securities standing in the name of this Association, either for the purpose of 
sale or transfer, and all such other steps and action as may be necessary or 
proper in connection herewith.” 

The 1952 Annual Meeting was discussed by H. C. M. Case. 

George Aull reported that as yet no invitations have been received with re- 
spect to the 1953 Annual Meeting. A balance was suggested of two meetings in 
the Midwest to three or four meetings in areas more distant from the “center of 
population” of the Association. H. R. Wellman was instructed to be in a posi- 
tion to receive invitations for the 1953 meetings. 

Adjournment. 


Don PAARLBERG, Secretary-Treasurer 


INDEX TO VOLUME XXXII 
1951 
SUBJECTS 


Administrative and political guide-lines 
in developing public agricultural 
policies, 157 

Agricultural cooperation 

Developments in Canadian coopera- 
tion, 909 

Financing farmer cooperatives, 918 

Discussions: 927, 929 

Cooperative milk marketing in Norway, 
820 

Agricultural economies of Canada and 
the United States—present position 
and future trends 

Canadian agricultural economy, 636 

Mid-Century look at agriculture in the 
United States, 649 

Discussions: 663, 664 

Agricultural policy 

Agricultural price policy in the United 
Kingdom, 311 

Agricultural price policy in Sweden, 
857 

Alberta’s land policy, 735 

Policy lessons for the economic mobili- 
zation of the United States, 613 

Political and administrative guide-lines 
in developing agricultural policies, 
157 

Present emergency price policy, 667 

Relations between agricultural price 
policy and marketing research, 357 

Agricultural price policy in Sweden, 336 

Agricultural price policy in the United 
Kingdom, 311 

Agricultural statistics, 780 

Sampling for agricultural statistics in 
Canada, 780 

Organization of — statistics 
work in Canada, 787 

Discussion: 794 

Some applications of U.S. experience 
to data problems of other coun- 
tries, 797 

Discussions: 804, 806 

Alberta’s land policy, past and present, 
735 

Analysis of statutory market control pro- 
grams in the California-Arizona 
orange industry (award-winning the- 
sis), 1048 


Application of economic theory to farm 
management research (award-wip. 
ning thesis), 1053 

Appraisal of current economic research 
in fruit and vegetable marketing, 985 

Availability of capital and production ip. 
novations on low-income farms, 66 


Benefit-cost analysis of resource develop. 
ment programs, 866 


California-Arizona orange industry, an 
analysis of statutory market control 
programs in the, 1043 

Canada 

Impact of the defense program on the 
Canadian economy, 621 

Canadian agricultural economy, 636 

Canadian approach to control of infla- 
tion, 667 

Sampling for agricultural statistics in 
Canada, 780 

Organization of agricultural statistics 
work in Canada, 787 

Canadian agricultural economy, 636 

Developments in Canadian cooper: 
tion, 909 

Marketing developments in Canada: 
state trading, 959 

Canadian approach to the control of in- 
flation, 667 

Changes in the demand for food from 
1941 to 1950, 281 

Commodity reserves for price stabiliza- 
tion, individual vs. group, 222 

Competitive situation of Egyptian cotton 
in the American market, 216 

Conditions for economic change in under- 
developed countries, 689 

Cooperative milk marketing in Norway, 
320 

Cooperatives 

See Agricultural cooperation 

Cotton, Egyptian, competitive situation 
of, in American market, 216 

Cuban sugar, domestic control of an ex- 
port industry, 346 


Dairying 
A production function and marginal 
rates of substitution in the utiliza- 
tion of feed resources, 485 


1068 


istics 


sation 


€x- 


ginal 
tiliza- 


INDEX TO VOLUME XXXIII 


Marketing round table—dairy products, 
1007 


The minimum cost dairy-feed, 299 
Data problems of other countries, appli- 
cations of United States experience 
to, 797 
Demand for food, 1941-1950, changes in, 
281 
Developments in Canadian cooperation, 


Domestic control of an export industry: 
Cuban sugar, 346 


Eastern Europe, recent agricultural prob- 
lems in, 40 
Economic analysis of costs, some funda- 
mental economic concepts and, 192 
Economic considerations in fryer produc- 
tion and marketing in the Pacific 
Northwest, 90 
Economic problems of underdeveloped 
areas, 689 
Conditions for economic change in un- 
derdeveloped countries, 689 
Some problems involved in transferrin 
technology to 
areas, 697 
Discussion: 705, 708 
Effects of farm price changes in effi- 
ciency in farming, 55 
Egyptian cotton, in the American market, 
competitive situation of, 216 
Elasticities of expenditures for farm fam- 
ily living, farm production, and sav- 
ings, United States, 1946, 1 
European economic integration and world 
trade policy, 601 
Evaluating the effect of a change in a 
farm management practice: mow- 
curing hay, 837 
Evaluation of integration in the poultry 
meat industry, 1034 


Family farm and the three traditions, 514 
Farm and benefit-cost analysis, 
85 
New developments in farm appraisal 
for loans and tax assessment, 857 
Benefit-cost analysis of resource de- 
velopment programs, 866 
Discussion: 878 
Farm family living, elasticities of expendi- 
tures for, 1 
Farm income 
Availability of capital and production 


innovations on low-income farms, 


1069 


Fluctuating farm income and the tax 
system, 108 
Elasticities of expenditures for farm 
family living, farm production, and 
savings, United States, 1946, 1 
Farm labor 
See Labor 
Farm management research, 837 
Evaluating the effect of a change in a 
farm management practice: mow- 
curing hay, 837 
Getting research data by group con- 
ference, 847 
Discussions: 852, 853 
Application of economic theory to farm 
management research, 1053 
Availability of capital and production 
innovations on low-income farms, 
66 
Effects of farm price changes on effi- 
ciency in farming, 55 
Functioning of the labor market, 75 
Discussion: 87 
Research attitudes in farm manage- 
ment, 369 
Trends in farm size and organization, 
881 
Farm size and organization in the United 
States, trends in, 881 
Implications of, 893 
Farm tenure processes in South Dakota 
(award-winning thesis), 1049 
Feed 
Food production strategy and the pro- 
tein-feed balance, 183 
Minimum-cost dairy feed, 299 
A production function and marginal 
rates of substitution in the utiliza- 
tion of feed resources of dairy 
cows, 485 
Financing farmer cooperatives, 918 
Fluctuating farm income and the tax sys- 
tem, 108 
Food, changes in the demand for, 1941- 
1950, 281 
Food production strategy and the protein- 
feed balance, 183 
Foreign agricultural affairs 
Agricultural price policy in Sweden, 
836 


Agricultural price policy in the United 
Kingdom, 311 

Competitive situation of Egyptian cot- 
ton in the American market, 216 

Cooperative milk marketing in Norway, 
820 


| 
arm 
in. 
arch 909 
985 
66 
lop- 
an 
ntrol 
1 the 
6 
nfla- 
S in 
36 
pera- 
ada: 
if in- 
from 
iliza- 
otton 
nder- 
66 


1070 


Economic problems of underdeveloped 
areas, 689 
Land reform in Japan, 169 
Some effects of land reform in 13 
Japanese villages, 177 
Recent agricultural developments in 
Eastern Europe, 49 
Some applications of United States ex- 
perience to data problems of other 
countries, 797 
Framework for land economics—the long 
view, 204 
Fruit and vegetable marketing 
See Marketing Roundtable 
Fryer production and marketing in the 
Pacific Northwest, economic consid- 
erations in, 99 
Functioning of the labor market, 75 


Getting research data by group confer- 
ence, 847 

Grading, importance in relation to live- 
stock marketing, 1019 

Group conference, getting research data 

y, 847 

Group, vs. individual, commodity reserves 

foe price stabilization, 222 


How can economic research develop more 
effective incentives for maintaining 
quality of poultry products during 
marketing, 1028 


Impact of defense programs on the econo- 
mies of the United States and Can- 
ada, 613 

Impact of the defense program on the 
Canadian economy, 621 

Policy lessons from the economic mo- 
bilization of the United States, 
613 

Discussion: 634 

Implications of trends in farm size and 
organization, 893 

Importance of grading in relation to live- 
stock marketing, 1019 

Improving labor efficiency in farming, 808 

Improving labor efficiency through im- 
proving farm organization, 808 
Increasing labor efficiency on indivi- 

dual farm enterprises, 818 
Increasing labor een through 
worker training and improved 
labor relations, 827 
Discussions, 833, 835 

Individual versus group commodity re- 

serves for price tabdiination, 222 


INDEX TO VOLUME XXXIII 


Japan, land reform in, 169 
Japanese villages, some effects of land 
reform in, 177 


Labor 
Functioning of the labor market, 75 
Improving labor efficiency in farming 
808 
Manpower requirements of agriculture, 
711 
Land classification, 499 
Land classification and rural zoning, 756 
Rural zoning, present and future, 756 
Land classification in the Prairie Proy. 
inces, 768 
Discussions: 775, 777 
Land economics—the long view, a frame- 
work for, 204 
Land policy 
Alberta’s land policy, past and present, 
735 
Discussions, 749, 752, 754 
Land reform in Japan, 169 
Land reform in 13 Japanese villages, some 
effects of, 177 
Livestock and livestock products—Mar- 
keting Round Table, 1013 
Loans and tax assessment, new develop- 
ment in farm appraisal for, 857 
Low-income farms, availability of capital 
and production innovations on, 66 


Manpower requirements of agriculture, 
711 
Manpower requirements of agriculture 
during the next 10 years, 711 
Policies and procedures to facilitate de- 
sirable shifts of manpower, 711 
Discussions, 730, 732 
Marginal rates of substitution in the utili- 
zation of feed resources by dairy 
cows, a production function and, 485 
Market control programs, an anlysis of, in 
the California-Arizona orange in- 
dustry, 1043 
Marketing developments in Canada, 959 
Canada’s experiment in state trading, 
959 
The Ontario marketing boards, 968 
Discussions: 979, 981 
Marketing research, 932 
Marketing research in the United States 
during the past 5 years, 932 
Research in aioe efficiency, 944 
Discussions, 927, 929 
Problems in wool marketing research, 
530 


nd 


ne- 


nt, 


ites 


INDEX TO VOLUME XXXIII 1071 


Relations between agricultural price 
policy and marketing research, 
357 
See Marketing Roundtables 
Marketing roundtable—Dairy products, 
007 
Increasing the effectiveness in coordi- 
nation of dairy marketing prod- 
ucts, 1007 
Marketing roundtable—Fruits and vege- 
tables, 985 
An appraisal of current economic re- 
search in fruit and vegetable mar- 
keting, 985 
The objectives of fruit and vegetable 
marketing research: a beginner’s 
view, 993 
Discussions, 1002, 1008, 1005 
Marketing roundtable—Livestock and 
livestock products, 1013 
The sample survey as a research tech- 
nique in marketing livestock and 
livestock products, 1013 
The importance of grading in relation 
to livestock marketing, 1019 
Discussions, 1023, 1025 
Marketing roundtable—Poultry and poul- 
try products, 1028 
How can economic research develop 
more effective incentives for main- 
taining quality of poultry prod- 
ucts during marketing? 1028, 
1030, 1032 
An evaluation of integration in the 
poultry meat industry, 1034, 1038, 
1042 
Maximizing worker productivity through 
evaluation of its components—a 
hypothesis, 381 
Measurement of Price Support Costs, 470 
Mid-Century look at agriculture in the 
United States, 649 
Milk-marketing in Norway, cooperative, 
320 
Minimum-cost dairy feed, 299 
Mow-curing hay: evaluating change in a 
farm management practice, 837 
New developments in farm appraisal for 
loans and tax assessment, 857 
Norway, cooperative milk marketing in, 


320 


Objectives of fruit and vegetable mar- 
keting research: a beginner's view, 
993 

Organization of agricultural statistics in 
Canada, 787 


Output responses of farm firms, 445 


Point IV Program 
Conditions for economic change in un- 
derdeveloped areas, 697 
Some problems involved in transferrin 
technology to 
areas, 689 
Discussions, 705, 708 
Some applications of United States ex- 
perience to data problems of other 
countries, 797 
Policy lessons from the economic mobili- 
zation of the United States, 613 
Political and administrative guide-lines 
in developing public agricultural 
policies, 157 
Poultry and poultry products 
Economic considerations in fryer pro- 
duction and marketing in the Pa- 
cific Northwest, 90 
See Marketing Roundtable, 1028; 
Notes 248, 259 
Prairie Provinces, land classification in 
the, 768 
Price policy in the present emergency, 
667 
Canadian approach to the control of in- 
flation, 667 
Production and distribution problems 
under direct price controls, 676 
Discussions, 684, 686; Note, 415 
Price expectations and reactions to un- 
certainty by farmers in Illinois, 20 
Price support costs, measurement of, 470 
Price stabilization, individual vs. group 
commodity reserves for, 222 
Problems in wool marketing research, 530 
Problems involved in transferring tech- 
nology to underdeveloped areas, 697 
Production and distribution problems un- 
der direct price controls, 676 
Production function and marginal rates of 
substitution in the utilization of feed 
resources by dairy cows, 485 
Protein-feed balance, food production 
strategy and the, 183 


Recent agricultural developments in East- 
ern Europe, 40 

Relations between agricultural price 

licy and marketing research, 357 

Research attitudes in farm management, 
369 

Research in marketing efficiency, 944 

Resource development programs, benefit- 
cost analysis of, 866 


g, 
Te, 
6 
6 
me 
ar- 
tal 
66 
Te, 
re 
iry 
85 
in 
in- 
9 
ch, 


1072 


Rural zoning, present and future, 756 


Sample survey as a research technique in 
marketing livestock and _ livestock 
products, 1013 

Sampling for agricultural statistics in 
Canada, 780 

Soil and land classification, 499 

Some applications of United States ex- 
perience to data problems of other 
countries, 797 

Some effects of land reform in 13 Japa- 
nese villages, 177 

Some fundamental economic concepts 
and economic analysis of costs, 192 

Some problems involved in transferring 
technology to underdeveloped areas, 
697 

South Dakota, farm tenure processes in, 
1049 

Sweden, agricultural price policy in, 336 


Tax System, fluctuating farm income and 
the, 108 

Technology, some problems in transfer- 
ring to underdeveloped areas, 697 


INDEX TO VOLUME XXXIII 


Traditions, and the family farm, the 
three, 514 
Trends in farm size and organization and 
their implications, 881 
Trends in farm size and organization in 
the United States, 881 
Implications of trends in farm size and 
organization, 893 
Discussions, 904, 906 


Uncertainty reactions and price expecta. 
tions of Illinois farmers, 20 
Underdeveloped areas 
See Point IV Program 
United Kingdom, agricultural price policy 
in the, 311 


Vegetable marketing 
See Marketing Roundtable 


Wool marketing research, problems in, 
530 

Worker productivity, maximizing through 
evaluation of its componenis; a 
hypothesis, 381 

World trade policy, European economic 


integration and, 601 


J 
2 


‘ta- 


INDEX TO VOLUME XXXIII 1073 


AUTHORS 
(Articles are indicated by asterisks) 


ison, H. E. 
ang 119 
m, W. j. 
rural zoning, 777 
Aresvik, Oddvar 
*Cooperative milk marketing in Nor- 
way, 320 
Aull, George H. 
Discussion: Manpower requirements of 
agriculture 


Baker, Ralph L. 

See Notes, 257 

Barnes, Carleton P. 

Discussion: Land classification and 

rural zoning, 775 
Barry, S. C. 

*The importance of grading in rela- 

tion to livestock marketing, 1019 
Barton, G. S. H. 

Discussion: Economic problems of un- 

derdeveloped areas, 708 
Barton, Glen T. 

*Manpower requirements of agricul- 

ture during the next ten years, 711 
Baum, E. L. 

*Economic considerations in fryer pro- 
duction and marketing in the Pa- 
cific Northwest, 90 

Statement I: An evaluation of integra- 
tion in the poultry meat industry, 
1034 

See Notes, 259, 561 

See Reviews, 591 

Beal, G. M. 

Roundtable 

Opening Statement: How can eco- 
nomic research develop more effec- 
tive incentives for maintaining 
quality of poultry products during 
marketing? 1028 

Beegle, J. Allan 

See Reviews, 265 
Becker, Joseph A. 

Discussion: Agricultural statistics, 806 
Black, John D. 

Discussion: Marketing research, 979 
Bookhout, B. R. 

See Notes, 567 
Booth, J. F. 

Discussion: Agricultural economies of 


Canada and the United States, pres- 
ent position and future trends, 664 
Bowring, J. R. 
See Reviews, 273 
Brandow, George E. 

Discussion: Agricultural cultured econ- 
omies of Canada and the United 
States, present position and future 
trends, 663 

See Notes, 119 

See Reviews, 426 

Bressler, R. G., Jr. 
*Research in marketing efficiency, 944 
Brewster, John M. 
See Notes, 129 
Brough, O. L., Jr. 
See Notes, 561 
Brunk, Max E. 

*Maximizing worker productivity 
through evaluation of its components 
—a hypothesis, 381 

Burch, Daniel W. 

*Fluctuating farm income and the tax 

system, 108 
Burk, Marguerite C. 

*Changes in the demand for food from 

1941 to 1950, 281 
Burton, Gordon L. 
*Canada’s experiment in state trading, 
959 
Butz, Earl L. 
See Reviews, 584 
Butz, Dale 
See Reviews, 429 
Butz, William T. 
*Output Responses of Farm Firms, 445 


Carter, Robert M. 
*Evaluating the effect of a change in 
a farm management practice: Mow- 
curing hay, 837 
Case, H. C. M. 
*Research attitudes in farm manage- 
ment, 369 
Cavert, William L. 
See Notes, 409 
Christensen, R. P. 
*Food production strategy and the pro- 
tein-feed balance, 183 
See Reviews, 438 
Clawson, Marion 
Discussion: Land policy, 749 


d 
in 
ind 
icy 
in, 
gh 
a 

ic 


1074 


Clodius, Robert L. 

Award-Winning Thesis: An analysis of 
statutory market control programs 
in the California-Arizona orange in- 
dustry, 1043 

See Reviews, 579 

Cochrane, Willard W. 
Output responses of farm firms, 445 
See Notes, 545 
Coke, J. 
Discussion: Land policy, 752 
Conklin, Howard E. 
See Reviews, 149 


DeGraff, Herrell 
*Some problems involved in transfer- 
ring technology to underdeveloped 
areas, 697 
DeLoach, D. B. 
*An appraisal of current economic re- 
search in fruit and vegetable market- 
ing, 985 
Drummond, W. M. 
*Canadian agricultural economy, 636 


Eckstein, Alexander 
* Agricultural Output and Investment 
in Postwar Europe, 545 
Ellis, Harold H. 
See Reviews, 437 
Engelman, Gerald 
Discussion: Grading in livestock mar- 
keting, 1025 
Engene, S. A. 
*Getting research data by group con- 
ference, 847 
Ewert, W. F. 
Discussion: Grading in livestock mar- 
keting, 1023 


Farrell, M. W. 
Discussion: Fruit and vegetable mar- 
keting roundtable, 1003 
Foreman, W. James 
See Notes, 143 
Fowke, Vernon C. 
*Developments in Canadian Coopera- 
tion, 909 
Fox, Karl 
Measurement of Price Support Costs, 
470 


Galbraith, J. K. 
*Conditions for economic change in 
underdeveloped countries, 689 
Gertel, Karl 
See Notes, 130 


INDEX TO VOLUME XXXIII 


Goodsell, Wylie D. 
See Reviews, 266 
Greenshields, E. L. 
*Benefit-cost analysis of resource de. 
velopment programs, 866 
Gruchy, Allan G. 
See Reviews, 263 


Haase, G. 

*Land classification 

Provinces, 768 
Hannam, H. H. 

Discussion: Impact of the defense pro- 
grams on the economics of the U5, 
and Canada, 634 

Hardin, Lowell S. 

Discussions: Farm management, 87 

Improving labor efficiency in farming, 
835 

Harman, Leonard 
Discussion: Agricultural Cooperation, 
927 
Hathaway, Dale C. 
See Reviews, 580 
Haythorne, George V. 

Discussion: Manpower 

of agriculture, 730 
Heady, Earl O. 

A Production Function and Marginal 
Rates of Substitution in the Utili- 
zation of Feed Resources by Dairy 
Cows, 485 

Heath, William E. 
* Agricultural price policy in the United 
Kingdom, 311 
Hedges, Harold 
*Financing farmer cooperatives, 918 
Heisig, Carl P. 
See Notes, 397 
Hendrix, W. E. 

*Availability of capital and produc- 
tion innovations on cow-income 
farms, 66 

Hieronymous, T. A. 

See Reviews, 431 

Hirsch, Donald E. 
Summary: Marketing roundtable dairy 
products, 1007 
Hiscocks, Geoffrey A. 
See Note, 143 
Holmes, A. D. 

*Sampling for agricultural statistics in - 

Canada, 780 
Holmstrom, Suen 

* Agricultural price policy in Sweden, 

836 


in the Prairie 


requirements 


de- 


irie 


‘iry 


en, 


InDEX TO VOLUME XXXIII 1075 


Hoos, Sidney 
*Relations between agricultural price 
policy and marketing research, 357 
Hope, &. ; 
Discussion: Marketing developments in 
Canada, 981 
Hudson, S. C. 
Discussion: Farm management re- 
search, 852 


James, H. B. ? 
Discussion: Farm management re- 
search, 853 
Jenkins, W. A. 
Discussion: Improving labor efficiency 
in farming, 833 
Jesness, O. B. 
See Reviews, 425 
Johnson, D. Gale 
*Functioning of the labor market, 
75 
*Policies and procedures to facilitate 
desirable shifts of manpower, 722 
Johnson, Sherman E. 
*A mid-century look at agriculture in 
the United States 
Johnston, P. E. 
*Improving labor efficiency through 
improving farm organization, 808 
Jones, William O. 
See Notes, 235 


Kaldor, Donald R. 

See Reviews, 275, 427 
Kellogg, Charles E. 

*Soil and Land Classification, 499 
Kimmel, D. C. 

*The objectives of fruit and vegetable 
marketing research, a_beginner’s 
view, 993 

Knox, F. A. 

*European Economic Integration and 

World Trade Policy, 601 
Koenig, Paul L. 

*Some applications of United States 
experience to data problems of other 
countries, 797 

Kross, John I. 

See Notes, 242 
Kuznets, G. M. 

See Reviews, 268 


Larson, Adlowe L. 
See Reviews, 581 
Leckie, H. K. 
Discussion: Trends in farm size and 
organization, 904 
Letter, 1062 


Longmore, T. Wilson 
*Elasticities of expenditures for farm 
family living, farm production, and 
savings, United States, 1946, 1 
Loomer, C. W. 
See Notes, 389 


Mace, Almon T. 

See Notes, 557 
MacFarlane, David L. 
See Reviews, 148 

Matzen, Edwin H. 

Statement II: How can economic re- 
search develop more effective in- 
centives for maintaining quality of 
poultry products during marketing?, 
1030 


Mauch, Arthur 

See Reviews, 151 

McPherson, W. W. 

*Some fundamental economic concepts 

and economic analysis of costs, 192 
Mehren, George L. 

Discussion: Price policy in the pres- 

ent emergency, 684 
Merchant, Charles H. 

Discussion: Fruit and vegetable round- 

table, 1005 
Mighell, R. L. 

*Food production strategy and the 

protein-feed balance, 183 
Mortenson, W. P. 

Statement II: An evaluation of integra- 
tion in the poultry meat industry, 
1038 

See Notes, 551 

Motheral, Joe R. 

*The Family Farm and the Three 

Traditions, 514 
Murray, William G. 

*New developments in farm appraisal 

for loans and tax assessment, 857 
Myers, Max 

Award-Winning Thesis: Farm tenure 
processes in South Dakota, 1049 

Discussion: Trends in farm size and 
organization, 906 


Nesius, Ernest J. 
*Increasing labor efficiency on indi- 
vidual farm enterprises, 818 
Norby, John C. 
*Cooperative milk marketing in Nor- 
way, 320 


O'Meara, J. E. 
Discussion: Agricultural Cooperation, 
929 


ng, 
On, 
nts 
nal 
ili- 
iry 
ted 
18 
uc- 
me 
in 


1076 


Owen, Wyn F. 
*Implications of trends in farm size 
and organization, 893 


Paarlberg, Don 
*Production and distribution problems 
under direct price controls, 676 
Parker, C. V. 
*Organization of agricultural statistics 
work in Canada, 787 
Parks, W. Robert 
*Political and administrative guide- 
lines in developing public agricul- 
tural policies, 157 
Parsons, Kenneth H. 
*Implications of trends in farm size 
and organization, 893 
Penn, Raymond J. 
Discussion: Land policy, 754 
See Reviews (2), 577 
Perkin, G. F. 
*The Ontario marketing boards, 968 
Pritchard, Norris T. 
See Notes, 251 


Raper, Arthur F. 
*Some effects of land reform in 138 
Japanese villages, 177 
Raup, Philip M. 
See Reviews (3), 589 
Regan, M. M. 
*Benefit-Cost analysis of resource de- 
velopment programs, 866 
Rice, S. T. 
See Notes, 248 
See Reviews, 435 
Richter, J. H. 
See Notes, 405 
Rottenberg, Simon 
See Notes, 402 
Rozman, David 
See Reviews, 423 


Samuels, J. K. 
Discussion: Fruit and vegetable round- 
table, 1002 
Scanlan, Ralph J. 
°Individual vs. group commodity re- 
serves for price stabilization, 222 
Schmitt, Richard G., Jr. 
See Notes, 134 
Schrader, F. M. 
Discussion: Agricultural statistics, 794 
Schweng, L. D. 
*Recent agricultural developments in 
Eastern Europe, 40 


INDEX TO VOLUME XXXIII 


Sinclair, Sol 
Discussion: Agricultural statisti 
Problems in wool marketing res 
& Tesearch, 
Schultz, Theodore W. 
*A framework for land economics— 
the long view, 204 
*Policy lessons from the economic 
mobilization of the United States 
613 
See Notes, 540, 115 
Schwenger, Robert B. 
See Reviews, 587 
Shabana, Zaki Mahmoud 
*Competitive situation of Egyptian cot. 
ton in the American market, 216 
Solberg, Erling D. 
*Rural zoning, present and future, 756 
Spence, C. C. 
*Land classification 
Provinces, 768 
Swerling, Boris 
*Domestic control of an export in- 
dustry; Cuban sugar, 346 


in the Prairie 


Taylor, Carl C. 

Elasticities of expenditures for farm 
family living, farm production and 
savings, United States, 1946, 1 

Taylor, K. W. 
*Canadian approach to the control of 
inflation 
Taylor, Maurice C. 
See Notes, 140 
Thair, Philip J. 
See Reviews, 433 
Thompson, Jack C. 

*Maximizing worker _ productivity 
through evaluation of its components, 
381 

Trelogan, Harry C. 

*Marketing research in the United 

States during the past five years, 982 
Turner, A. H. 
Discussion: Marketing research, 956 


Underwood, F.. L. 
See Note, 123 
Urquhart, M. C. 
*The impact of the defense program in 
the Canadian economy, 621 


Varner, D. B. 
Discussion: Price policy in the present 
emergency, 686 


Va 


Vr 


( 
( 


756 


‘irie 


nts, 


n in 


sent 


INDEX TO VOLUME XXXIII 


an, L. M. 

"Eee labor efficiency through 
worker training and improved labor 
relations, 827 

Vermeer, James 

Trends in farm size and organization 
in the United States, 881 
Vrooman, C. W. 
See Notes, 413 


Walkup, H. G. 

*Economic considerations in fryer pro- 
duction and marketing in the Pacific 
Northwest, 90 

See Notes, 259 

Warren, S. W. 
Discussion: Farm appraisal and bene- 
fit-cost analysis, 878 
Waugh, Frederick V. 
*The minimum-cost dairy feed, 299 
Whetten, N. L. 
See Reviews, 271 
White, Bennett S., Jr. 

*An appraisal of current economic re- 
search in fruit and vegetable market- 
ing, 985 

White, John W. 
Discussion: Marketing research, 954 


1077 


Wilcox, Robert W. 

See Reviews, 150 

Wilcox, Walter W. 

*Effects of farm price changes on 
efficiency in farming, 55 

See Notes, 415 

Williams, D. B. 

*Price expectations and reactions to 
uncertainty by farmers in Illinois, 20 

*Research attitudes in farm manage- 
ment, 369 

Award-Winning Thesis: Application of 
economic theory to farm manage- 
ment research, 1053 

Williamson, Mark B. 
*Land reform in Japan, 169 
Wilson, C. P. 

*The sample survey as a_ research 
technique in marketing livestock and 
livestock products, 1013 

Witt, Lawrence W. 

Discussion: Economic problems of un- 
derdeveloped areas, 705 

See Reviews, 151 

Wood, V. A. 
*Alberta’s land policy, 735 


NOTES 


Agricultural output and investment in 
postwar Europe, 545 


Case study in risk distribution: the Cali- 
fornia ene industry, 235 

Comment on Professor Schultz’ “Frame- 
work for Land Economics,” 389 


Economic analysis of some empirical data 
on crop rotations, 143 

Economic efficiency: its meaning, meas- 
urement, and application to agricul- 
tural problems, 115 

Effect of order on choice, 257 


Farm price gyrations by Cochrane, 540 

Farm price supports and the retail price 
of food since world War II, 415 

Farm technological advances and total 
population growth, 129 

— mutual telephone companies, 

Further comment on profit maximization 
in fryer production, 259 


Marketing program for strawberry pro- 
ducers, 242 


Negotiated wage payments in British 
West Indian agriculture, 402 

Note on underemployment in agriculture, 
140 


Per Capita incomes on commercial and 
non-commercial farms, 119 

Points of view in land economics and 
farm management research, 123 

Possible sources of increased agricultural 
production, 557 

Price discrimination with fixed supply, 
413 

Producer butterfat differentials in fluid 
milk markets, 251 


Recent suggestions for cost allocation 
of multiple-purpose projects in the light 
of public interest, 130 

Rejoinder, 540 

Relation of inherent soil productivity to 
debt-paying capacity of Minnesota 
farms, 409 


804 
ch, 

mic 
tes, 
ot- 

|| 
in- 
and 
of 
ity 
ited 
932 
6 


1078 INDEX TO VOLUME XXXIII 


Sampling problems related to the study of 
the appropriate time to market fryers, 
561 

Short-term financing of commercial 
broiler production, 248 

Some Problems in marketing research 
with special reference to poultry prod- 
ucts, 551 


Some thoughts on German agricul 
policy, 405 


Testing farm business analysis factors r 
correlation, 567 


Wartime production adjustment stud 
—an experience in judgment estiy 
ing, 397 


REVIEWS 


Beuscher, J. H.: Farm Law in Wisconsin 
(Harold H. Ellis), 437 

Black, John D.: The Rural Economy of 
New England (David Rozman), 423 

Boulding, Kenneth E.: Reconstruction of 
Economics (David L. MacFarlane), 148 


Chandler, Lester V.: Inflation in the 
United States, 1940-1948 (Don Kaldor), 
427 

Clawson, Marion, Uncle Sam’s Acres 
(Raymond J. Penn), 577 

Commons, John R.: The Economics of 
Collective Action (Allan G. Gruchy), 
263 


Davis, Kingsley: The Population of India 
and Pakistan (J. Allan Beegle), 265 
Doane, K. Howard: Vertical Farm Di- 

versification (Wylie D. Goodsell), 266 


Filley, H. Clyde: Every Day Was New 
(Arthur Mauch), 151 


Hart, Albert G.: Defense without Infla- 
tion (Dale Butz), 429 

Hoover, Calvin B., and Ratchford, B. U.: 
Economic Resources and Policies of the 
South (Adlowe L. Larson) 


Indian Society of Agricultural Economics, 
Readings in Agricultural Economics 
(Philip M. Raup), 589 


Johnson, D. Gale: Trade and Agriculture, 
a Study of Inconsistent Policies (Robert 
B. Schwenger), 587 


Klein, Lawrence R.: Economic Fluctua- 
tions in the United States (G. M. 
Kuznets), 268 


Larson, Adlowe: Agricultural Marketing 
(T. A. Hieronymous), 431 

Lipset, S. M.: Agrarian Socialism (Philip 
J. Thair), 433 

Loomis, Charles P., and Beegle, J. Allan: 
Rural Social Systems (N. L. Whetten), 
271 


National Bureau of Economic Research: 


Studies in Income and Wealth, Vg 
XII (J. R. Bowring), 273 

Nelson, Lowry: Rural Cuba (Lawrenes 
Witt), 151 

Nourse, Edwin G.: The Nineteen-Fitties 
Come First (O. B. Jesness), 425 


Peffer, E. Louise: The Closing of th 
Public Domain (Raymond J. Penn), 577 


Reserve Bank of India: Land Mortgag 
Banks (Philip M. Raup), 589 

Ross, Robert C., An Introduction to 
cultural Economics (Robert L. Clodius), 
589 


Saloutos, Theodore, and Hicks, John Dy 
Agricultural Discontent in the Middl 
West, 1900-1939 (Dale E. Hathaway 
580 

Saunderson, Mont H.: Western 
Ranching (Robert W. Wilcox), 150 

Sayana, V. V.: Readings in Rural Pr 
ems (R. P. Christensen), 438 . 

Sayres, Paul: Food Marketing (S. 7 
Rice), 435 

Schoff, Leonard Hastings: A Natie 
Agricultural Policy (Donald R. Kaldor 
275 

Summers, Robert E.: Subsidies for Farm: 
ers (Earl L. Butz), 584 


Timmons, John F., and Murray, Willian 
G., editors: Land Problems and Pol: 
(Howard E. Conklin), 149 


United Nations: Measures for the Eoo 
nomic Development of Underdevelop 
Areas (Lawrence W. Witt), 585 


Von Frauendorfer, Sigmund: 


Measures in Favour of Low-Incon 


Farmers in Europe (Philip M. F 
589 


Waite, Warren C., and Trelogan, Hany 
C.: Agricultural Market Prices (GC. 
Brandow), 426 


Zimmermann, Erich W.: World Resoure ; 
and Industries (E. P. Baum), 591 


4 


| | 
—* 


a 


| 
ors by 
4 
studies 
stimat. 
> Vol, 7 
vrence 
the 
), 
rtgage 
Agri. 
odius), 
fiddle 
away), 
Stock ‘ | 
0) 
Prob. ~ 
Ss. 
ational 
aldor), 
Farm. 
illiam 
olicies 
Ec- } 
loped © 
Relief 
come 
Raup), | 
j 
Hany 
GE 
ources 
1 
A 


al 

\ Dy 

es 

at. 

| 

4) 

De 

i. 

le 

De 
rd 
4 
be 
- 
i 


WINNERS OF AWARDS GIVEN BY THE 
AMERICAN FARM ECONOMIC ASSOCIATION 
1951 


J. Best Journal Article ($100) 
John M. Brewster “The Machine Process in Agriculture 
and Industry” (February, 1950) 
II. Outstanding Ph.D. Thesis (Three equal awards of $250) 


Robert L. Clodius “An Analysis of Statutory Marketing 
Control Programs in the California- 
Arizona Orange Industry” 


Max Myers “Farm Tenure Processes in South 
Dakota” 


Donald B. Williams “The Application of Economic Theory 
to the Field of Farm Management Re- 
search with Particular Reference to Re- 
cent Advances in Dynamic Economics” 


III. Outstanding Published Research Papers (Three equal awards of 
$250) 


D. Gale Johnson “Trade and Agriculture” 


H. Alan Luke “Utilization and Pricing of Milk Un- 
der New York Marketing Orders” 


Kenneth L. Bachman and “Sizes of Farms in the United States” 
Ronald W. Jones 


F. F. Hux, President 


For announcement of the awards to be made in 1952, see the 
News Items of the regular November issue of the Journal. 
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THE AMERICAN 
FARM ECONOMIC ASSOCIATION 


President 
G. H. AULL, Clemson 
Clemson Agricultural College 


President-Elect 
HARRY R. WELLMAN 
University of California 
Vice-Presidents 
M. M. KELSO H. BROOKS JAMES 
Montana State College North Carolina State College 


Secretary-Treasurer 
DON PAARLBERG 
Purdue University 
Editor 
WALTER W. WILCOX 
Library of Congress 
Associate Editor Book Review Editor 
RAYMOND P. CHRISTENSEN LAWRENCE W. WITT 
Bureau of Agricultural Economics Michigan State College 
Editorial Council 
M. R. Benepicr, University M. M. Ketso, Montana State 
of California College 


A. J. Brown, University of Erven J. Lona, University of 
Kentucky Tennessee 


W. M. Drummonp, Ontario StTantey W. Warren, Cornell 
Agricultural College University 


Editorial communications including manuscripts submitted for publication or 
inquiries concerning the Journat should be addressed to the new editor, 
Lawrence W. Witt, Michigan State College, East Lansing, Michigan. 


Applications for membership or inquiries regarding the general affairs of the As- 
sociation should be addressed to Don Paarlberg, Purdue University, Lafayette, Ind. 


Nonmember subscription rates $5 annually. 


GEORGE BANTA PUBLISHING COMPANY, MENASHA, WISCONSIN 
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